



t ng iis 
tla" dant sa 4 
. } oie pee” a 72 Io- \ ot - . rei 4 1S on 
NP I a ee ES Patt gst g ae 
¢ s \e ark Re ul q \e 5 pst Ny «hh casts wr aie \\ RNs 
J i . 
note 4 pa) : ave" a alls? ~64 a4 wW nC vost geo git wt y 
b) J @ : 
soit i OD’ we yng a eal ge av? re 
Te ng otaM ) ny we ss 
fact? 5) | Lo jet if yo , re \9 aa fe ’ ot 
ee Pn 
Ree pote ° oa aa 








rs TRE Nd CR eg eee nee eT ee ee 


<so 


£7 

G, 

‘aA 

\ VAs 
2/ 


a de 


to ee 
S05 OY 
Near 


You may have thoroughly sound reasons for believing that your business is 

different. But hundreds of ''different’’ businesses have found that Long Distance 
: telephone service fills a fundamental need... . It takes busy men North, East, 
South, West, at will. It cuts through crowded lobbies, gets attention, gets 
‘results. It finds prospects and follows them up. It makes appointments and 
‘makes sales. . . . Put Long Distance to work this week and watch results! 
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12.000 


Inquiries a Month 


Net Paid Cireulation 
Now Over 54,500 


Coincident with the increase in our 
net paid circulation during the 
past six months, from 33,000 to 
54,500, the number of reader in- 
quiries has also shown a tremen- 
dous growth. 


12,000 readers every month are 
writing for advice on securities, 
advice on corporation manage- 
ments and prospects, advice on 
brokers to handle their business. 
Here is proof positive that our 
advertising pages will bring busi- 
ness to you—business from people 
of wealth and from executive con- 
trolling big corporation purchases. 
For further information write 


The MAGAZINE OF 
WALL STREET 


90 Broad Street New York, N. Y. 
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The Poor Get Richer 


country when men raised to 

high office by the depression 
stop worrying about the division of 
wealth and bend their endeavors to 
encouraging the multiplication of 
wealth. On no subject is illusion more 
persistent. 

There is an old and popular saying 
that “the rich get richer and the poor 
get poorer.” Like most catch phrases, 
it can not stand up under simple analy- 
sis. What is wealth? We refer to a 
wealthy man as having “a lot of 
money.” Actually he hasn’t a lot of 
“money” but a lot of desirable or useful 
things. Money has no meaning except 
in terms of values and values have no 
meaning except in terms of the bene- 
fits human beings get out of them. 

Thus the real measure of a nation’s 
wealth is the per capita volume or 
value of existing useful or desirable 
things. On this point we did some 
thinking out loud in this space in a 


W° will be much better off in this 


recent issue. Still more vital to all of 
us is the current production of wealth, 
not in so many dollars, but in useful 
or desirable goods and services. Let us 
have a look at the record. 

Was the “old order” a complete fail- 
ure? Under it, to cite but a few exam- 
ples, per capita steel production in- 
creased from 152 pounds in 1890 to 
1,040 pounds in 1929; copper from 4.1 
pounds to 16.5 pounds; coal from 58 
million B.T.U. to 132 million; news- 
print consumption from 5.9 pounds to 
61.8; rubber imports from one-half 
pound to 9.7 pounds; telephones per 
1,000 population from 4 to 165; auto- 
mobiles per 1,000 people from nothing 
to 218; silk imports increased nearly 
ten-fold; per capita consumption of 
sugar went from 51 pounds to 102; 
coffee from 7.6 pounds to 12.1 pounds; 
life insurance in force from $64 per 
capita to $849; and expenditures for 
education increased from $2.24 per 
capita to $18.87 per capita. 


The list could be extended almost in- 
definitely. What does it mean? Merely 
that in little more than a single genera- 
tion our economic system yielded a far 
bigger increase in the production and 
distribution of useful and desirable 
things than had been achieved in all 
human history prior to the machine 
age. It needs but a moment's reflec- 
tion to realize that possession of this 
infinite variety of useful or desirable 
things is not concentrated in a few 
hands, but spread among the millions 
of our people. 

For that matter more than 65 per 
cent of the nation’s money income is in 
wages and salaries. This share has in- 
creased 13 per cent in three decades 
and that of every other class, including 
capital’s, has declined. 

How much of the vast gain in living 
standards over the past three or four 
generations do we owe to government, 
statesmen and politicians? Answer it 
for yourself! 
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Westinghouse equip- 
ment made possible 
the complete air con 
ditioning of this mod- 
ern skyscraper — the 
Chicago Tribune 
Tower. 





Proudly the famous Chicago Trib- 
une Tower wears now the rare honor 
of being completely air conditioned. 

It required superlative engineering 
and equipment for the comparatively 
youthful air-conditioning industry to 
bestow this new honor upon an al- 
ready famous building. How it was 
done is one of the brightest pages of 
industrial history —a page written 
by Chicago’s own Kroeschell Engi- 


neering Company, who designed the 





system, using materials from the 
great Westinghouse storehouse of 
experience and equipment. 

Today, Tribune employes and ten- 
ants enjoy cool comfort from this 


equipment, despite mounting mer- 





eury on the streets outside. They 


breathe purified air containing less 





than 5,000 dust-particles to the cubic 
foot, instead of 50,000 as in the air 
just beyond their windows! The flip 
of a switch in any of the 400 offices 
turns on either heat or cold adds 
moisture in winter and removes it in 
summer. Pressrooms, composing 


rooms, and other vast working areas 








have their own circulating system of 
tempered, “pasteurized” atmosphere. 


A backward glance over the past 





fifty years reveals Westinghouse as a 














vital factor in many such pioneering 
achievements. Eyes fixed on the fu- 
ture discern countless opportunities 
ahead, to which the resources of this 
organization are constantly pledged. 
Westinghouse Electric & Mig. Co., 


East Pittsburgh. Pa. 








50 YEARS OF 
GROWTH AND ACHIEVEMENT 
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The Trend of Events 


FOR A BROADENED HE pending undis- 
TAX BASE TT tributed earnings 
tax represents 
American politics at its worst. It is the ultimate refine- 
ment in the shabby art of concealed taxation. The 
thought behind it is: Get the money in order to make 
a show of fiscal statesmanship but don’t let any substan- 
tial number of voters feel they are being directly taxed. 
Not from the White House but from Senator La- 
Follette, Progressive Republican, comes a genuinely 
statesmanlike proposal for clearing up the New Deal's 
fiscal mess. Senator LaFollette seeks to amend the pend- 
ing bill so that exemptions on present personal income 
taxes will be sharply lowered, the normal income tax 
levy will be increased from 4 to 6 per cent and sur- 
taxes on incomes up to $50,000 will be increased. 

These proposals would raise large revenues. More 
vital, they would greatly broaden the base of the in- 
come tax and thus strengthen public demand for a 
restoration of financial sanity at Washington. Unfor- 
tunately, no such action will be taken now. Senator 
LaFollette fought for the same reform a year ago and 
was snowed under, President Roosevelt’s famous ‘soak 
the rich” tax bill being passed instead. Ultimately we 
will be forced to adopt a broadened tax base and a 
higher levy on the lower brackets. But this is election 


year, boys. Vote the money but don’t let the people 
get tax-conscious. What a contrast in Great Britain! 
There they are spending huge sums for armaments. 
The bill has been promptly handed to the voters in 
the form of a boost in personal income taxes. If the 
people want armaments they know they must pay the 
cost. That is fiscal honesty. That is fiscal statesman- 
ship. 

Pooh! Pooh! for the British! They’re just too dumb 
to understand the advantages of our modern, high speed, 
streamline spending and our sleight-of-hand taxes— 
taxes which a majority of voters do not see; taxes which 
the taxpayer will have to refer to a Philadelphia lawyer 
to find out what he has to pay and why. In short, 
“simplified” New Deal taxes. 


——, 


CORPORATE PROFITS TRANGELY, there 
ARE HIGHER seems to be a pre- 

vailing belief that 
business earnings during the first quarter were unsatis- 
factory. Some reports, it is true, have been disappoint- 
ing. Earnings of various steel companies, for example, 
reflect the results of secret price-cutting which during 
the first quarter attained greater proportions than was 
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publicly realized, but this appears to have been cor- 
rected. Again, profits of some of the motor accessory 
companies have been disappointing to those who fail 
to realize that under the present system of earlier intro- 
duction of new models earnings tend to be spread out 
more evenly through the year, rather than to be con- 
centrated to the former degree in the first and second 
quarters. 

Moreover, it is probably true that the stock market 
prior to the recent reaction was expecting too much; 
so that even relatively good earnings came as a disap- 
pointment in some instances. Despite the laggards, 
however, the first ninety-three first-quarter reports show 
aggregate profits 40 per cent higher than in the first 
quarter of 1935—-$65,578,197 against $46,668,179. Is 
that disappointing? We call it excellent. 


— 


SOMETHING FOR RS. SARA DELANO 
EVERYBODY ROOSEVELT, es 

teemed mother of the 
President, recently observed to the press: “I can’t see 
why anyone should criticize him, for he is doing every- 
thing he possibly can for every one.” 

We would be delighted to see something done for 
everyone. Like the President we favor higher wages 
for the worker, fair prices for the consumer, higher 
prices for the farmer, bigger profits for the business 
man, shorter hours of work, a higher standard of living 
and lower taxes for everybody. 

But may we presume to ask just how this Utopia 
can be achieved? And with all good-will for the 
President personally, may we not with reason doubt 
that the specific methods favored by him will attain 
the objective sought? For example, shorter hours and 
higher wages constitute the No. 1 doctrine in Mr. 
Roosevelt’s economic philosophy. “Reduction of costs 
of manufacture,” he explains, “does not mean more 
purchasing power and more goods consumed. It means 
just the opposite.” 

The President acknowledges that “I am not a pro 
fessional economist.” Apparently the professional 
economists have been wrong. Apparently it was not 
reduction of unit costs, but mere chance, that per- 
mitted the motor industry to recover virtually normal 
sales and employment. Deluded though it may be, we 
lean to the view of the professional economists. You 
see, not everybody works for wages. Only a minority 
do. But everybody is a buyer of goods. And if you 
shorten working hours 10 per cent at the same pay 
you have raised the hourly labor cost by 10 per cent. 
This added cost can only come out of the employer's 
past savings, his current profits or out of the consumer’s 
pocket in the form of higher prices. Neither savings 
nor profits for business in the aggregate being sufh- 
cient to absorb it, the result would be higher prices. 

Arbitrarily raised wages increase the purchasing 
power of a minority. The passing along of lower 
production costs to the consumer as rapidly as that is 
possible, without unfair lowering of wage standards, 
increases the purchasing power of all. If low unit costs 
enable the maker to cut the price of an automobile 


from $1,500 to $1,000, the buyer has $500 with which 
to buy something else. 

We entertain the conviction that the economic philo- 
sophy of the automobile industry would carry this 
country to great and widely diffused prosperity—if it 
were applied in all enterprise. We confess to honest 
doubt that Mr. Roosevelt’s sincere philosophy of man- 
aged wages and managed prices will take us to any- 
thing except disappointment. 


ee 
WATCH T appears to be the consensus of 
THE FRANC world opinion that pronounced 


gains for the parties of the Left 
in the French run-off elections last Sunday bring nearer 
virtually inevitable monetary change in that country, 
whether in the form of an embargo on gold or prompt 
gold standard revaluation of the currency. Yet to 
American eyes the French political scene is at all times 
a confused one, due to a multiplicity of parties and 
issues unknown here. Hence hasty conclusions as to 
the effect of the radical victory upon future French 
policy are subject to a large margin of possible error. 

The Popular Front parties will have a majority in 
the Chamber of Deputies but not a large one. Their 
effectiveness will depend upon whether they can hang 
together. Likewise the effectiveness of the opposition 
will depend upon the extent to which the parties of the 
Center will work with the parties of the Right. The 
weakness of the franc is primarily its over-valuation 
and secondarily the lack of a strong central government 
due to political dissension. In neither respect have the 
elections produced any vital change. 

Revaluation of the franc was not directly at issue 
in the voting. In the main the results reflect a protest 
vote—dissatisfaction with both economic conditions and 
the conduct of the affairs of government during the 
past several years. There is nothing in the outcome to 
suggest that the French people wish either Communism 
or Fascism. While the extreme Left made gains, so did 
the extreme Right. Both benefited from the protest 
vote. The big loser was the party of the moderate 
Edouard Herriot, with a decline of forty-one seats 
from its 1932 total. The new set-up promises neither 
internal peace nor progress. The two extremes will 
fight it out for support of Herriot’s Radicals. While 
these are members of the Popular Front, their leanings 
toward the conservatives are stronger than toward the 
Communists. Meanwhile the composition of the next 
Cabinet remains uncertain and renewed flight of capital 
daily increases pressure on the franc. 


a 


UR most recent investment 
() advice will be found in the 

discussion of the prospec- 
tive trend of the market on page 72. The counsel em- 
bodied in this feature should be considered in connec 
tion with all investment suggestions, elsewhere in this 
issue. 


THE MARKET 
PROSPECT 


Monday, May 4, 1936. 
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As I See lt 


HE Italians in Addis Ababa! 

The thought produces a nauseating 
sensation in the pit of one’s stomach. A de- 
fenseless people conquered in an unprovoked 
attack is a humiliating thought for a civilized 
white man to dwell upon. But, more than 
that, the unspoken accusation of dishonorable 
conduct,—which focuses the eyes of the world 
contemptuously on the crumbling League of 
Nations at Geneva—the proof that there is no 
tie sacred enough—no written agreement bind- 
ing enough to force the white men of Europe 
to act in a civilized way and for the common 
good. 

Some day men will realize that there is no 
heaven or hell but of their own creating. That 
their acts of justice and decency are basically 
the constructive forces of the world. That in 
the evil men and nations do, they tear down 
the forces that make life sweet for all of us and 
thoughtlessly destroy themselves as well. It is 
the god of selfishness which modern men wor- 
ship that breeds the 
insincerity and 
hypocrisy which 
makes men_ utter 
noble sentiments 
while they act with 
cunning and un- 
derhandedness. 

In America we 
sit quietly by with- 
out voicing our dis- 
approval of the dis- 
graceful tactics, and 
merely shrug our 
shoulders tolerant- 
ly, — while Euro- 
pean adventurers 
in high places tear 
down the decent 
standards of con- 
duct which the 
world has been so 
painfully trying to 
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Native soldiers in Addis Ababa 


—~ By Charles Benedict 


The Italian Tragedy 


establish since man first saw the glimmer of 
spiritual light. 

Pick up a newspaper any morning and you 
will find it full of European intrigue,—Russia 
stirring up the Arabs to defeat Fascism and 
English democracy—France and Germany in- 
triguing for the favor of Poland—lItaly inciting 
the Egyptians to throw off British control, on 
the one hand, and intriguing against the 
Austrians with Germany on the other hand,— 
ad infinitum. 

No wonder the wise Oriental believes that 
he only has to bide his time—the white men 
will destroy themselves. 

And what now? The repercussions of the 
conquest of Ethiopia will be felt in every Euro- 
pean country. Greater unrest and uncertainty 
will creep over the weaker nations. Com- 
munism will be bolder. The alliance between 
France and Russia was an important victory. 

The strengthening of the French Left in the 
recent election is significant. Thoughtful men 
will judge it accu- 
rately — as the re- 
action of the people 
of France to the 
weak moral quality 
of its leadership,— 
the scandals in high 
places, — the Sta- 
visky affair,—the 
armament ring. 

Unrest is _ rife. 
Europe is still at 
war. There has 
been no cessation. 
Only a scrap of pa- 
per—the Treaty of 
Versailles —marked 
a change in the 
method of warfare. 
The League of Na- 
tions is in ashes— 


that one forlorn 
(Please turn to page 127) 
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What’s Ahead for the Market? 


By A. T. MILLER 


E have had a conclusive answer to the ques- 

tion whether a high level of margins and a 

low level of brokers’ loans mean a technically 
strong stock market, immune to such extensive inter- 
mediate reactions as were characteristic of many 
older bull markets. 

On the contrary, the thinness of the market result- 
ing from the various S E C controls has made it 
decidedly vulnerable to even a mod 
erate volume of liquidation once 
sentiment veers from optimism and 
the backbone of investment bids is 
withdrawn or lowered. 

What happened is reasonably 
clear. Throughout most of the pro- 
tracted 1935 advance investment 
buying for cash was the dominant 
factor. Stocks were passing from 
weak to strong hands, the prepon- 
derance of odd-lot business being on 
the selling side. Gradually as ad- 
vance carried the better stocks to 
increasingly attentuated relationship 
with earnings the character of the 
market deteriorated. Investment de- 
mand slackened; speculative demand increased, as evi- 
denced especially in activity in many low price equities. 

It is highly improbable that there has been any 
significant volume of investment liquidation in recent 
weeks, but the scope of the reaction experienced indi- 
cates plainly that when fresh investment demand is 
missing speculative selling—-despite high margins- 
can do just as much damage to the price structure 
as it ever did in the past. There have been more 
extensive reactions than that thus far experienced, but 
we can not recall a reaction of equal scope in past 
markets that was brought about by so small a volume 
of selling. During most of the decline from the peak 
of early April trading volume has averaged less than 
2,000,000 shares a day! As a striking example of the 
thinness of the present market—with so-called organ- 
ized support missing, with the short interest small 
and with short sellers operating on a daily basis rather 
than for extended swings—as active a stock as du 
Pont on a recent day was quoted 137 bid, 144 asked, 
a spread of 7 points! 

Given a stale long position after protracted and 
broad advance, any number of external news develop- 
ments can be cited as reason or excuse for reaction. 
There has been uncertainty as to the effects of the 
new Federal Reserve restrictions on bank collateral 
loans, especially as affecting the borrowings of brokers 
and the question of how far down in reaction brokers 
would carry customer accounts. 

There has been increasing belief in the probability 
of early revaluation of the French franc, following 





radical gains in the recent French elections. Though 
this development has long been expected, in an other- 
wise vulnerable market position it has given investors 
and speculators additional reason for standing aside. 

There has been increasing distrust of the Adminis- 
tration-sponsored undistributed earnings tax, together 
with misgivings over the hasty and irrespons:ble man 
ner in which the House of Representatives has rail 
roaded thrcugh a bll so complicated 
that few Congressmen, let alone the 
general public, can make head or 
tail of it. 

On top of these influences two 
recent political speeches by the Presi- 
dent have occasioned fresh uneasi- 
ness in their reiteration of Mr. 
Roosevelt's persistent leaning toward 
Federal regulation of our economic 
system, particularly as respects wages 
and hours of work. This and the 
approach of the nominating conven- 
tions have belatedly fccused atten- 
tion on the political campaign—a 
campaign in which the present odds 
favor the President’s re-election. 

It is true that in past election years neither the 
campaign nor its outcome have had any vital effect 
upon the trend of business, but it need hardly be said 
that we have never before faced an election the result 
of which was so significant in affecting the relation- 
ship between Government and business. Moreover, 
whatever the general trend in election years, the 
precedent of many years does suggest strongly a 
tendency of the market to decline in the period just 
prior to the nominating conventions, especially when 
substantial advance has preceded the approach of the 
conventions. In the past thirteen presidential election 
years, the market declined in nine years during the 
period just ahead of the conventions. 

Finally, some earnings reports for the first quarter, 
notably in steel, motor accessory and certain building 
stocks, have been disappointing, although the aggre- 
gate of all reports thus far issued shows a gain of 
40 per cent over the first quarter of 1935. More 
important, the disposition of Congress to “soak busi- 
ness apparently has cast a damper on optimism as 
to future earnings. 

The most important adverse effect of all these 
influences is not the change in speculative sentiment, 
but that in investment sentiment; for the result has 
not been general investment liquidation but at least 
a temporary drying up of confident investment de- 
mand, without which speculation can make little 
progress. 

On the favorable side it can be said that the “purge” 
has already been a drastic one, whether the market 
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Unfavorable news, speculative selling and lowering of investment 


bids have produced sharp reaction. Until a firmer base of resis- 


tance is indicated trading operations require caution. Since we 


are convinced the major trend is unchanged, investment and 


longer range speculative purchases of sound stocks are favored. 


over the near term drifts somewhat lower or not. 
The general run of stocks have given up virtually all 
of the advance since the first of this year and many 
individual issues have declined as much as 30 to 40 
per cent from the year’s highs. In the markets of 
the past one could hold with considerable confidence 
that this constituted a full intermediate correction. 
Perhaps it does so in this instance, but it must be 
frankly recognized that our experience in the regulated 
market of today has been over a limited time and that 
the technical habits of this thin market are new and 
somewhat uncertain. 

Therefore we do not hesitate to say that we have 
no firm conviction as to the near-term movement of 
this market. Accordingly we feel that the safety first 
policy in short-term trading operations will be to 
await a more convincing indication that the market 
has established a base of resistance upon which specu- 
lative confidence can be rebuilt. 

Investment and longer range speculative policy is 
a wholly different matter. We believe it to be out 
of the question that the major economic and financial 
trend has changed. Business recovery is still far 
from complete, especially in the depressed sector of 
construction and heavy industry. Moreover, we are 
as far as ever from the end of the Government’s deficit 
financing, its heavy “emergency” spending and the 
resultant inflation of bank deposits. 

In short, we see no possibility of a period of genu- 
ine deflation setting in this year, regardless of the 


desires of business men regarding the political trend. 
Indeed, it takes no stretching of the imagination to 
foresee a revival of inflationary gestures at Washing- 
ton in the event market reaction should go far enough 
to disturb public sentiment. Even now we see the 
inflationary Frazier-Lemke bill forced to a vote in 
the House and the irrepressible Senator Elmer Thomas 
urging that the probability of French franc revalua- 
tion be met by giving the President authority to de- 
value the dollar even lower than the 50 per cent that 
is now authorized. 

We do not expect these inflationary proposals to 
bear fruit in actual legislation, but the point is that 
such proposals remind the investor that some basic 
uncertainty still attaches to the future of the dollar. 
The effect, plus high income taxes and expectation of 
further long term economic recovery, is to preclude 
wholesale investment liquidation of equities, regard- 
less of intermediate speculative correction. With 
business activity showing no sign of real trouble ahead, 
either sensible medification of the tax bill in the 
Senate or the ending of uncertainty as to the opposi- 
tion presidential candidate could produce a more 
cheerful sentiment. 

For investment or longer range speculation, there- 
fore, we believe sound stocks are a buy at present or 
moderately lower prices, though we believe a flatten- 
ing out of the market, following the current reaction, 
is more likely than prompt renewal of the major 
advance. 
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Happening in Washington 


Housing impasse is giv- 
ing the Administration great 
concern. Practically every 
project undertaken by PW A, 
Resettlement Administration or 
by limited dividend corpora- 
tions under FHA or PW A 
sanction has flopped or devel- 
oped serious shortcomings. Re- 
vival of private residence build- 
ing with or without FHA 
help is not coming up to san- 
guine expectations. Situation 
lays the New Deal open to 
charge of having failed to at- 
tack the depression at the key 


py th. T. 





Washington Sees— 


Probable last minute mass housing law. 


But on part of Relief Bill money for P W A— 
All for boondogsgles. 

President displeased by failure of lieutenants 
to develop building as key solution of depres- 
sion problem. 

Chamber of Commerce of U.S. is colder than 
ever to New Deal policies. 


Governmental propaganda decentralized and 
multiplied. 


Business still clinging to fond memories of 


Meanwhile, give tribute 
to FHA for standing » 
bravely and soundly for the 
leadership of private enter: 
prise in the coveted construc 
tion revival. Curious ‘fact, 
though, is that F H A’s succes 
in modernization of homes has 
turned out to be more of a 
selling drive for household 
equipment and _ adornment 
than for structural moderniza- 
tion and repair. Direct benefit 
to manufacturers of building 
materials has been _insignif- 
cant. 





point of unemployment—the 
heavy goods industries, which 
derive the major part of 
their patronage from  con- 
struction. 

The building trades are 
largely idle, and so are the 
industries that feed them. 
Now, in the last weeks of 
the last session of Con- 


NR A objectives. 


Tax law far 
revenue. 


Landon, nominated on a trust-busting platform, 
invoking the shade of Theodore Roosevelt! 


Railway sur-charges wiped out. 
All Federal deficits of all past time beaten. 
short of producing 


This is more proof that 
people like to buy things 
rather than projects—a re 
frigerator has more appeal 
than a pile of boards and 
a pail of paint to be united 
on the premises. But the 
adequate cash-and-carry house still 
lingers on the ways. 


President still insists— 





gress in this Administra- 
tion, no provision has yet 
been made for an additional public works program. 


The $1,500,000,000 of relief money is all ear-marked 
so far for the work relief program type which is based 
on making the maximum number of public-pay jobs and a 
minimum number of secondary private-pay jobs—big end 
of money goes to labor on the job and very small end to 
materials and equipment. Fight is being made in Congress 
to allocate a part of the fund to important public works, 
also there is an endeavor to put through an additional 
appropriation for public works of a substantial and per- 
manently useful nature. 


President, anxious to make an economy showing, is 
opposed to special PW A appropriation and has failed to 
get behind the Wagner housing bill. Labor is lining up for 
the latter measure, both for the sake of the prospective 
inexpensive housing for itself and for the jobs that would 
go with the building, which, it contends, would directly 
and indirectly, provide hundreds of thousands of jobs. 
Labor is impatient for action, and result of its pressure and 
failure of the Administration to adopt a coordinated plan 
of public and private housing stimulation is likely to result 
in another characteristic Roosevelt snap action measure. 
Good chance that some hasty modification of the Wagner 
bill may be approved with some arrangement to escape im- 
mediate appropriations. 

“Good homes for the people’ may yet become an 
epochal slogan. 
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New York speech—that we 
must have higher prices, which he seems to confuse with 
greater purchasing power. Senate and House agree with 
him and pass anti-chain store bill (as we predicted), which 
are bills to raise prices by curbing competition. At the same 
time you will go to jail if you agree with your competitors 
to raise prices. But real objective of drive against chain 
stores is social rather than economic—keep the little or 
independent tradesmen going. 


Washington suspects that certain Wall street plex: 
uses were momentarily paralyzed when they were authori 
tatively permitted to know what the Government thought 
(and might do) about security prices. In reality, opinion, 
even desires, are divided when it comes to Washington's 
view of the market prospect. One group expects dog days 
and then the alarums of election to keep stocks from ex 
ceeding recent highs until the nocturnal horizon glows with 
Roosevelt’s triumph. The second group fears that a dull 
or declining market with its attendant business unsettle: 
ment will impair the President’s prospects. 

But take it from me that the New Dealers, particu 
larly the SEC section, are panting for the chance and 
the permission to operate preventively on a stock market 
runaway—preferably, though, after election. .. . 


Recent SEC report to Congress on protective and 
reorganization committees for municipal obligations is likely 
to stir up a scandal. The report virtually concludes that 
the one hundred sixty-three committees dealing with munici’ 
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pal obligations amounting to from one billion to two billion 
dollars are conducting something like a racket for the bond 
holders as against the municipalities from which arise “prof- 
itable business patronage for the committees and puts them 
in an effective position to protect themselves against any 
fraud claims which the bond holders have against them.” 


By the time you read this Representative Lemke 
(N. D.) probably will have had his duly scheduled vote 
(presumably May 11) on his bill to simplify farm finance 
by giving debtor farmers greenback refunding mortgage 
money instead of money derived from bond issues. .. . Why 
print interest-bearing bonds and sell them for cash to money- 
trusters when you can print the cash just as cheaply in the 
first instance? 

There was a time when signing up 218 members for 

a vote would have meant the passage of the bill—but 

not now. 





Taxes—Don’t worry about processing taxes—there will 
be none except the “windfall” mopping up. As for the 
new angle on corporation income taxation proposed by the 
President and adopted by the house I still think that when 
the Senate has operated on it it will be more of a tax on 
net income than on undistributed profits. But the principle 
of controlling the policy of corporations with regard to 
social ends will be firmly imbedded. 

La Follette will 
not register with 
his sound proposal 
for increasing nor- 
mal rate on per- 
sonal income and 
reducing exemp- 
tions. 


Coal’s little 
NRA was not dealt 
with by the Supreme 
Court on May 4 
... But the forecast 
still stands that it will 
be 5 to 4 decision, 
and the warning still 
goes that the law may 
be sustained. 


Little NRA _pro- 
posed by Representa- 
tive Ellenbogen for 
textile industries is 
more of a threat than 
supposed. Has con- 
siderable industry sup- 
port. Keep in mind 
that in a large sec- 
tion of industry the 
objection to NRA 
was not to the prin- 
ciple but that its 
administration failed. 


ts 


Wide World Photos 


Chamber of Commerce of the United States annual 
meeting here sounded like a Republican National Conven- 
tion. Efforts to keep speakers from speaking wrathfully of 
the Administration failed, although resolutions were cush- 
ioned. President will not retaliate. Probably has done 
enough to “entrenched greed” in the tax bill to be content 
with some more breathing spell. . . . P.S.: Don’t overlook 
special hot spot in the revenue bill for all holding com- 
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What slum clearance meant for Atlanta— foal 
Before and after on Techwood Drive. 


panies—and always remember that this Administration is 
for the multitudinous underdogs. 


Accepted forecast here is that Landon will be the 
Republican nominee for the Presidency, but that his plat- 
form will have to be a tame reflection of much of the New 
Deal. Borah will see to that. But idea is taking root that 
Republicans (invoking memory of T. Roosevelt) can rally 
to strengthened anti-trust acts as the real way to deal with 
monopolistic practices in business, contrasting that position 
with NR A’s attempt to suspend those laws, citing also 
Supreme Court’s recent upholding of them while at the 
same time knocking out NRA and AAA attempts to 
destroy competition. 


Decentralization in at least one respect is the order 
of the day in Washington. Huge Government propaganda 
machine is being localized as much as possible. Its output 
thus gets front page as home-town stuff, and local admin- 
istrators can weave national policies into local appreciation 
of alphabetical pork. 


Independence for Porto Rico is merely a warning 
at present, but will receive serious consideration at next 
session of Congress.—Senate Interstate Commerce commit- 
tee is holding hearings on the Pettingill long-and-short haul 
railway bill. Afterwards the bill will be put on ice.—There 
will be no extension 
of railway emer- 
gency freight tariffs; 
they die June 16.— 
Everybody is satis- 
fied with the seed 
loan situation; the 
President's veto 
stands, but the farm- 
ers are getting loans. 
— Senator Wheeler 
will soon open up an 
investigation of rail- 
way finance. — Don’t 
forget that the Hea- 
ley‘Walsh scheme to 
compel NRA labor 
rules for Government 
suppliers and contrac- 
tors is going to be 
law. — President will 
propose an omnibus 
flood control measure. 
—Efforts to make it 
appear that the Ad- 
ministration is aiming 
to censor the press 
don’t click here. It’s 
natural for officials 
who are daily criti- 
cized to be resentful, 
especially when they 
that they are 
Heaven’s vice-regents 
on Earth. Similar 
touchiness has affected other administrations. 


PWA and WPA boondoggles often have re- 
dounded to advantage of radical agitators and strikers. 
Now comes a shriek from labor that PWA is being 
used against rights of labor. In the present remarkable 
shift of the textile industry to Mississippi there is a great 

(Please turn to page 127) 
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Beyond the Second Quarter? 


An Appraisal of the Longer Term 


Trend of Business Activity 


By Joun D. C. WeELpon 


second quarter since 1930. Substantial gains over a 

year ago are the rule in virtually every major field 
of economic activity, from automobile production to rail- 
road car loadings, from steel output to retail trade. 

It is highly probable that the present month will see the 
peak of the advance for the first half year and that within 
a short time seasonal recession will begin under the pres- 
sure of a tapering off of activity in steel and motor produc- 
tion. Despite such recession the economic progress of the 
first half-year, taken as a whole, will constitute the most 
impressive and hopeful performance for this period since 
the business cycle turned for the better more than three 
years ago. 


' ‘OTAL business activity is at the highest level for any 


What Everybody Wants to Know 


All of which is familiar stuff—but what can we look for- 
ward to beyond the second quarter? Will the summer re- 
cession run into something more serious than merely sea- 
sonal set back? Will renewed advance get under way some 
time within the third quarter? Will the third quarter pro- 
duce business activity substantially higher than the corre- 
sponding period a year ago? 

Optimism today is not quite as rampant as it was a few 
months ago when the conviction prevailed that nothing 
short of a European war could halt our recovery; that 
political uncertainty was increasingly a secondary factor as 
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compared with a spreading spiral of economic recuperation 
ted both by the so-called natural forces of revival and the 
purchasing power pumped out by large governmental spend 
ing. 

The present more subdued sentiment is in part the usual 
accompaniment of the approach of summer recession after 
a period of high performance and a general exaltation per’ 
haps approaching over-confidence. In part it is also the 
usual accompaniment of substantial stock market reaction, 
such as was recently experienced. Beyond this, however, it 
can not be denied that political uncertainty increasingly 
enters into the reckoning as we draw near the nominating 
conventions and the national campaign. 


Past Election Years 


On the record over many decades it is a fact that in most 
years of Presidential elections the political campaign and its 
outcome have not determined the business trend. Yet it 
need hardly be said that at present governmental interven- 
tion, actual or potential, in the workings of our economic 
system is a much bigger factor than ever before and hence 
plays a bigger part in the calculations of business men than 
ever before. For this reason historical records are a highly 
doubtful guide and business forecasting, always a matter of 
opinion, becomes even more conjectural. 

Let us therefore take the bull by the horns and begin by 
stating our opinions, delving into the reasons thereafter. 
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We believe total business activity for the third quarter 
will be at least 12 to 15 per cent higher than that in the 
third quarter of last year. We know that extraordinary 
disbursements of purchasing power by the Government, in- 
cuding the veterans’ bonus, will reach a new peace time 
high in the third quarter. We believe commodity prices 
over this period will remain stable, with no significant 
change in the present improved relationship between agri- 
cultural and finished goods prices. We believe that auto- 
mobile sales will be fully 15 per cent ahead of a year ago; 
that steel output will be 10 per cent above a year ago; that 
the capital goods industries will operate at a rate at least 18 
per cent ahead of a year ago; that construction in total will 
be about 90 per cent above a year ago; that sales of house- 
hold equipment and appliances will run 25 to 30 per cent 
above a year ago; that railroad car loadings will be around 7 
per cent higher than a year ago; that cash farm income, ex- 
dusive of Federal benefit payments, will be 12 to 14 per 
cent above that in the third quarter of 1935; and that aggre- 
gate retail trade will be at least 10 per cent ahead of a year 
ago. 


The Largest Gains 


In the above estimates it will be noted that the largest 
probable changes from a year ago are in construction, in 
such durable goods as household equipment and in the capi- 
tal goods industries. Outside of industry, the biggest 
change will be increased Federal expenditures, due to the 
bonus distribution. In these four factors alone, then, we 
have the makings of 





certain that some part of it has already been spent in antici- 
patory resort to credit and, in less measure, in withdrawals 
from present savings. On the other hand a great many 
veterans lack credit standing and have not been able to 
spend in anticipation of the windfall. 


How Much From Building? 


In the construction outlook, with rental values and na- 
tional income continuing to rise, residential building appears 
to offer the greatest promise of improvement and it is a 
fairly simple forecast that public works will be as large as 
the Government can make them, since the Administration 
would be less than either human or politically sagacious if 
it failed to make the best possible showing in a period so 
close to a crucial election. 

Much more difficult of forecast is the third quarter out- 
look for private non-residential building such as factory or 
commercial structures, for such activity plainly may be 
checked or delayed by political uncertainty, much of it in- 
volving substantial financial commitments. This class of 
construction substantially exceeded residential building 
throughout last year. Although some such work may be 
deferred as we enter the political campaign, much of it— 
especially in the commercial field—has little relation to 
political considerations. Moreover in some industrial build- 
ing the practical necessity of larger quarters required by 
improved business will tend to outweigh political doubts. 
On the whole, then, we believe non-residential construction, 
other than public works, probably will exceed that of the 
third quarter of last 
year even though by 




































































in the third quarter will fall under that of a year ago. 

However temporary its significance, distribution of the 
veterans’ bonus will be a considerably larger addition to the 
national purchasing power than will result from any in- 
dustrial change, not excepting the probable large gain in 
the dollar volume of construction. 

Beyond question this temporary factor will prove an im- 
portant stimulus to total business activity, although, of 
course, two major uncertainties are involved in attemping 
to forecast the results with any degree of accuracy. For 
one thing, not all of the approximately $2,000,000,000 of 
bonus money will be spent. For another thing, it is quite 
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of 1935, this activity, of course, being affected far more by 
the level of public purchasing power, rental values, building 
costs and availability of mortgage credit than by national 
political considerations. 

Similarly, expanding public purchasing power is the No. 
1 foundation for sharp gains in sales of such durable house- 
hold goods as refrigerators, oil burners, washing machines, 
etc., as well as in demand for automobiles. These and other 
consumers’ durable goods in the aggregate are very import- 
ant sources of business for such heavy industries as steel and 
machinery’ makers. Add to these the demand for farm 


equipment, which is continuing to rise with increased farm 
77 








income, and you have an imposing list of economic activities 


that have little direct relationship to political considerations. 

Again, a considerable present increase in railroad expen- 
ditures for rails and equipment is dictated by business neces- 
sity after years of deferred maintenance. Similarly, record 
high consumption of electric power makes necessary at least 
some increase in capital expenditures by the utilities, re- 
gardless of the especially heavy political clouds that hang 
over this industry. 

This is not to predict that we will in the third quarter 
see a great forward surge by the heavy industries, such as 
would be the result of active new capital flotations—still 
at a low level—and large ex- 
pansion of capital facilities. 





commercial car registrations are running at an all time high 
and it is, obviously, inconceivable that anticipation of the 
bonus has anything to do with this. One can only conclude 
that, allowing for any possible abnormal factor, consumer 
demand for automobiles is showing remarkable strength and 
is unlikely to be suddenly saturated or reversed. Hence ow 
belief that the seasonal recession of this industry during the 
third quarter will undoubtedly leave it at a level of activity 
well above a year ago. 

Despite lower prices for various agricultural products, 
cash farm income thus far this year, exclusive of Federal 
benefit payments, has been approximately 20 per cent higher 
than a year ago. It need 
hardly be said that forecast of 








That is not in sight. On the 
other hand, what stands out is 
that the aggregate of current 
demand —- without large rais- 


ing of new capital — has ; 

proved large enough to give Business I2 to 15 per cent above a year ago. 
surprising support to the  S§table commodity price trend. 

heavy industries and_ that 


much of this support rests on 
consumer demand for durable 
goods and the enlarged capital 
facilities required to meet it. 

Nothing could better illus- 
trate the point than the fact 
that the steel industry in re- 
cent weeks has operated as 
high as 70 per cent of current 
capacity. Allowing for the 
increase in plant capacity since 
1929, this means a level of 
physical production of steel 


up. 


Third-Quarter Probabilities 


Federal disbursements at new high. 


Motor sales 15 per cent above a year ago. 
Steel output 10 per cent higher. 

Capital goods industries 18 per cent higher. 
Construction 90 per cent above year ago. 
Household Equipment sales 25 to 30 per cent 


Car loadings 7 per cent higher. 
Farm income 12 to 14 per cent above year ago. 
Retail trade 10 per cent higher. 


most crops at this season js 
largely guess work, subject to 
radical change one way or the 
other by the weather ahead. 
The recent crop scare in 
wheat, however, has been re 
lieved by heavy rains in dry 
sections and, as a generality, it 
now appears probable that the 
agricultural yield in the aggre 
gate will be larger than las 
year, with prices averaging 
lower, but with enlarged vol 
ume maintaining farm income 
above that of a year ago. 
Neither in present com 
modity price trends nor in the 
reported buying policies of the 
general run of purchasing 
agents of corporations are 
there any portents of a nearby 





equalling 80 per cent of that 
of 1929 has now been seen— 
without either active new capital flotation or any such 
general expansion of industrial facilities as was experienced 
in the last boom period. 

The recovery in steel has so broad a base as to be of un- 
questionable hopeful significance. We are unable to detect 
mi it any abnormality of importance or any major support- 
ing influence that is likely to collapse. We therefore do not 
expect the approaching let down in this industry to be of 
more than seasonal proportions. At the low point we be- 
lieve the operating rate will remain above the lowest 
reached in the third quarter of last year and that the second 
half of the third quarter very likely will produce an advanc- 
ing trend as initial preparations for the 1937 automobiles 
get under way 


Strong Automobile Demand 


The present strong showing of automobile sales likewise 
is a factor of marked business significance. It will be re- 
membered that many observers, including ourselves, natur- 
ally entertained some doubts as to the extent that the unseas- 
onally high sales of 1936 cars during the fourth quarter of 
last year would prove to be at the expense of business this 
year. Yet registrations of passenger cars thus far this year 
have been running more than 13 per cent above the initial 
months of 1935, again attesting to strong recovery in both 
public purchasing power and will to spend. 

It may be argued that some part of this excellent showing 
is due to anticipation of the veterans’ bonus and possibly 
it has been. On the other hand the more expensive makes of 
cars show an even larger percentage gain from a year ago 
than the industry as a whole and it can hardly be argued 
that anticipation of the bonus accounts for this. Similarly, 
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price inflation. For more than 
a year the weekly wholesale 
price index of the United States Department of Labor has 
shown remarkable stability, fluctuating within a range of 
less than 3 points. We see no reason to expect any impor: 
tant change in this trend. 

Much more important than the general level of commod: 
ity prices is the relationship of the various major commod: 
ity groups to each other, for the more balanced those rela 
tionships are the easier is the exchange of goods. All 
commodities in the Federal index at present are around 79 
per cent of the 1926 level, raw materials are at 77 per cent, 
farm products at 76 per cent, semi-manufactured goods at 
74 per cent and finished goods at 81 per cent. We have, 
therefore, a significant “clustering” of these groups around 
the 1926 relationship. Whatever the merit or lack of merit 
of 1926 as a base year against which to make comparisons, 
it happened to be midway in the longest period of price 
stability of the whole period after the World War and be: 
fore the 1929 crash. 


Price Disparities Corrected 


It certainly can not be held that political uncertainties 
will throw these relationships out of balance in coming 
months. We believe they will be maintained in generally 
close balance during the third quarter and will be a sup 
porting influence in the business trend. 

Nor can the prospect for retail trade generally be held 
to be affected by increasing political uncertainties. In con’ 
sumption goods particularly the public buys what it needs 
or desires and in accordance with its pocket book. We 
believe the upward spiral of national income will continue in 
the months ahead, whether the actual rate of gain be equal 

(Please turn to page 128) 
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Are in the Offing 


Rounded Out 


WELVE countries have signed reciprocal trade agree- 
ments with the United States, and Cordell Hull’s 
program of checking suicidal commercial nationalism 

—by which the nations seeking to save themselves individu- 
aly destroy themselves collectively—now approaches its 
most critical period. 

Despite technically correct denials that negotiations with 
the United Kingdom are under way, the fact is that the 
United States is steadily pressing Britain into a situation in 
which she must finally decline to undertake to formulate 
an agreement, or else enter upon those formal negotiations 
which so far have ended in every instance in an agreement. 
Exploratory conversations are getting hotter and hotter 
and the heat will soon reach such a degree of intensity that 
an official announcement of negotiations will be made or 
atacit admission will have to be made that the pacification 
of international trade has failed in its most vital area. 

The British Empire 
takes at present 42 r 
per cent of America’s 
exports, the United 
Kingdom alone ac- 
counting for 19 per 
cent of them, while 
Canada absorbs 14 
per cent of our sales. 
The agreement with 
Canada has been in 
efect for more than 
four months and_ has 
been regularly signed, 
sealed and delivered 
in every respect. Of 
paramount impor- 
tance in itself, that 
agreement is the open- 
ing wedge for the in- 
clusion of not only 
the United Kingdom 
but the Empire as a 
whole in the circle of 
the nations that are 
to follow the United 
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American motors and tractors awaiting export shipment 


Reciprocal Trade Treaties with Great Britain and France 


Thus Is Secretary Hull's General Tariff Revision Being 


wapping Home Trade for 
Foreign Trade 


By H. M. TreMarng 


States out of high protectionism just as they followed it 
into that international fashion. 

When Canada signed up she established a situation which 
steadily presses upon the United Kingdom and the Domin- 
ions to go along. Under the favored nation clause, which 
is the foundation of the studied policy of world generaliza- 
tion of each particular agreement, all the concessions given 
to Canada extend equally to the whole British Empire 
except as its tariff and trade laws may discriminate against 
the United States. But Section 338 of the Tariff Act of 


1930 makes every part of the British Empire which main- 
tains its own separate tariff rates or regulations of com- 
merce an independent nation for the purposes of the Act. 
Which means, from the American point of view, that in 
these reciprocal agreement negotiations all special conces- 
sions within the British Empire are in principle discrimina- 
tions against the United States. 


potentially 
automatic 


In turn that 
means no 
favors for them and 
that even a 50 per 
cent punitive duty 
can be imposed by 
Presidential proclama- 
tion upon all those 
self-governing parts 
of the British Empire 
which are included in 
the Ottawa Imperial 
Conference preferen- 
tial tariff agreements. 

Instead of continu- 
ing to enjoy all the 
benefits of our Cana- 
dian dicker as at 
present, each part of 
the British empire may 
be considered as re- 
motely subject to ex- 
clusion from it be- 
cause of the Ottawa 
agreements of 1933, 
which resulted in a 
sort of imperial eco- 
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Not that anything so vulgarly threatening 


nomic union. 
would be stated in so many words by the bespatted, caned 


and monocled diplomats. Certain business interests, how- 
ever, are not so nicely polite, and as regards their own 
products they are insisting that if other units of the Empire 
share all the benefits of the Canadian deal in the American 
market they must be prepared to give American products 
corresponding benefits. Most significant inference from this 
rule is that Britain should give American products parity 
with Dominion products in her tariff laws and trade regu- 
lations. 

Carried to its ne 








steel products, leather, woolen, linen and other textiles, fing 
clothing, ceramics, furniture, who fear a British invasion, 
On the other hand, come the high class salesmen of the 
packing houses, corn products, tobacco industries, lubricat. 
ing oils, liquid fuels, copper and lead products, chemical, 
naval stores, lumber, plywood, doors, windows, flour, pre. 
served fruits, machinery, etc. (and also come Henry Wal. 
lace and company for agricultural products in general), 
with an eye mainly to the sublimated economies getting inty 
England rather than keeping England out. And of courg 

what goes fo 
— England go 





logical conclusion 


analogously for 
France and other 





that would mean | 900 
the end of the | 
British preferen- 
tial system. And 
that is a very 
tough nut for 
Britain to crack. 
Also, the Domin- 
ions buy much 
more from the 
mother country 
than the United 
States does. And 
then there is the 
further thorny 
fact that Britain 
is our best cus- 
tomer; and so in 
equity would not 
a trade-extending 
deal with her be | 
essentially one of 
preponderant con- 
cessions on our 


part? The British 
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Our BIGGEST CUSTOMERS 


U.S. EXPORTS 


industrial 


coun: 
tries. 

In the case of 
France — discrimi 


nation is so oby- 
ous that the re 
prisal club ha 
not been cush 
ioned. The French 
after many pos 
ponements are 
now up against a 
definite dead line 
of May 15. If 
they don’t agree 
to dicker by that 
date they will hk 
out of the bene 
fits of the gener 
alization rule 
which gives them 
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tariffs and prefer- 
ential discounts 
are often so low that to ask for a reduction of them hardly 
makes sense, whereas our tariffs on the products that 
Britain exports are of the mountainous type. And yet our 
high tariff advocates shudder at the prospect of making large 
concessions to Britain, not only because of the directly com- 
petitive results but because the most favored nation would 
give them to all other nations that do not discriminate 
against us. So varied are British exports of manufactures 
that to give her important and numerous discounts would 
be equivolent, under the most favored nation, rule to a flat 
reduction of our tariffs to all the world by a general law. 
And yet the moral effect of a tar:ff reducing agreement 
between the United Kingdom (to say nothing of the Domin- 
ions) and the United States—the ranking commercial na- 
tions of the world—would be so great on the general policy 
of trade liberalization, that the temptation to achieve it is 
almost irresistible to the American negotiators. They are 
having a delightful time sculping world trade with broad 
strokes of the tariff chisel but the industries whose bodies 
constitute part of the plastic material are no more “taking 
it lying down” than they did in the old days of tariff log- 
rolling in the hotels and clubs of Washington. You can’t 
log-roll a professor or a statistician sitting in an obscure 
little office in the Department of State but you can beseech 
and implore him to have a heart. and you can have Con- 
gressmen pulling wires at the White Houce and filling Mr. 
Farley up with the politics of economics against an occa- 
sional conference with the President. Behind the scholastic 
scenes there are innumerable perturbations and much oblique 
“doing something about it” by manufacturers of steel and 
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made in the trade 
agreements al 
ready made so far as French exports are in the categories 
they affect. Germany is already entirely out in the cold 
As a nation which is pursuing a policy of autarchy she 
clearly discriminates and also refuses to take corrective 
steps. 

Considering that the United States stands out under its 
present tariff act as the world’s leading devotee of high 
protection it is remarkable that the Hull policy has been 
so well received. Enactment of a tariff law has customarily 
thrown the nation into a controversial fit, but now the 
whole tariff structure is being whittled down bit by bit by 
the brain-trusters without participation by Congress, and 
proceeds on the theory that it is good policy to encourage 
imports even in competitive classifications. 

However, it is not to be assumed that the historic attach 
ment of the American people to high protective tariffs 1 
to be overcome without strenuous opposition. High tariff 
champions predict that if the Hull undertaking generally 
succeeds and results in a much lowered tariff wall the ensu’ 
ing fiood of imports will terrify the country and lead toa 
sweeping reaction—cuch as followed the Underwood tariff 
of 1913 and finally culminated in the present sky-scraping 
tariff law. At present the opposition has no effective means 
of asserting itself, so great is the administration majority 
in Congress and so sympathetic is much of the press with 
the general idea that our tariff levies have been overdone. 
Also the propaganda for the Hull plan as a remedy for the 
depression has been extraordinarily clever. Heretofore the 
prosperity appeal in tariff controversies has been con 
vincingly on the side of high protection and the higher the 
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better. Now the lower tar- 
if protagonists have pulled 
the prosperity appeal to 
their side. The country has 
been in the depths of de- 
pression despite its tower- 
ing tariffs—Why not try a 
more liberal foreign trade 
policy? 

The endless discussions 
of the nature of foreign 
trade which set in with the 
argument over the possibil- 
ity of the political debts 
being paid in any way ex- 
cept in goods and services 
has gradually educated the 
public to the view that for- 
eign trade is not a one- 
sided affair so far as goods 
are concerned. The public 
is beginning to grasp the 
idea that getting money for 
substantial wealth is not so 
different from selling to 
foreigners on their tenuous 
promises to pay twenty or 


Automobiles 


Canned Goods 
Chemicals 

Lumber 

Office Equipment 
Petroleum Products 


Ceramics 
Cutlery 


Industries That Might Be Benefited by a 
Reciprocal Trade Treaty with 
Great Britain 


Building Materials 
Industries That Might Be Subjected to New 


Competition by a Reciprocal Trade 
Treaty with Great Britain 


Leather 


Cotton, and Wool Textiles 


— —and nothing is what we 
are getting. 

Our bankers know all 
this—now, at last. So we 
have a split between them 
and those manufacturers 
who still cling to the old 
mercantilist idea of interna- 
tional trade that it is a sharp 
trading game in which the 
winner gets the poker chips 


Pork Products 
Packaged Foods 
Cigars and Cigarettes 


Cotton —gold and silver—and the 
Corn Products loser gets vulgar things like 
Flour food, furniture, fuel, cattle, 


fabrics, etc. 

The substantial elements 
in the community are no 
longer solid for protection 
clear up to the sky. Even 
manufacturers are divided 
on the issue. The National 
Association of Manufac- 
turers still clings to the idea 
that a Japanese shoe on a 
store counter is almost as 
bad as a Japanese battleship 
banging away at the Statue 
of Liberty, but manufac- 


Steel 
Liquor 





thirty years hence. Imports — 

of gold go into the Treasury 

where they are buried in uselessness; imports of goods pay 
for goods exported—wealth is received in exchange for 
wealth. 

So long as the public had the simple conviction that 
money was the objective of international trade, imporis 
were regarded as little better than armed invaders. They 
came into this country and took money and jobs away from 
good, honest Americans. By 1928 no other view was held 
in an influential way. The public came to look with horror 
on an excess of imports over exports, not understanding 
that such an excess might mean simply that we were col- 
lecting interest on our foreign loans and receiving install- 
ments on the principal. Nor did it occur’to them that in 
the good old days when exports magnificently overtopped 
imports we were simply paying off the European money 
lenders; or, later, were 
merely lending them 
substantial goods 
which we might never 
see the like of again. 
The fact is that the 
political loans we 
made through our 
Government to other 
nations and the bil- 
lions that we lent pri- 


vately for ice fac- 
tories in Patagonia 
and radiators in Bra- 
zil were borrowings 
from us of solid 
wealth in materials 
and _ manufactures 


which went out as ex- 
cess exports, and may 
never come back as 
anything. We revolted 
at the idea of taking 
goods for these out- 
going goods, we pre- 
ferred to take nothing 
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Wool weaving plant in Great Britain 


turers of automobiles, ma- 
chinery, ofhce, industrial and agricultural equipment, to 
mention a few, who find markets abroad for much of their 
products, have different views. Public opinion is undoubt- 
edly still strongly in favor of the idea that imports of com- 
petitive goods are destructive. On a vote, high protection 
would doubtless smother a moderate tariff program. All 
the labor unionists regard a duty reduced as jobs and pay 
lost. That is why the Roosevelt Administration has raised 
tariffs; rather than lowered them, as it promised. 

But altering tariffs by swaps is something else again— 
maybe we will get the best of the other fellow. We are 
not reducing our protective tariffs. Oh, dear, no, we are 
merely softsoaping the guileless foreigner into buying more 
goods from us. He quit buying from us, didn’t he? And 
didn’t we have a depression thereafter? So, let’s bring back 
prosperity by bringing 
back foreign trade. 

So well has this new 
idea of international 
trade been sold to the 
public that it is quite 
possible for us to have 
an occasional month- 
ly adverse trade bal- 


ance received with 
plaudits in editorial 
columns that once 


would have turned in 
a fire alarm in such 
an event. 

To both the la- 
borer and the capi- 
talist whose vision is 
circumscribed by the 
national boundaries, 
to encourage an in- 
flux of foreign goods 
is preposterous. To 
the wage earner, con- 

(Please turn to 
page 122 








The Remedy for Unemployment 


Practical and Political Aspects of 


Our Biggest 


Economic Problem 


By LauRENCE STERN 


HERE are some—a small minority as yet—who favor 
abolishing our American capitalist system. A much 
larger and more formidable group—led by men 

elected to high office by vote of the people—are determined 
to “reform” that system, tinker with it, experiment with it. 

Behind this challenging attitude there is without doubt 
strong political support. Why? The chief reason is con- 
tinuing great unemployment. This is at once our greatest 
economic problem, our greatest social problem, our greatest 
political problem. That ten millions, more or less, remain 
out of jobs despite substantial business recovery is the damn- 
ing indictment hurled against that loose, sprawling, individ- 
ualistic aggregation of human activities known 
as the capitalist system. 

None of the critics—or anyone else—knows 
the exact proportions of the problem. Never- 
theless none, from the President of the United 
States down to the lowliest New Dealer, hesi- 
tates to make and voice invidious assumptions 
which at best reflect confusion of mind, which 
at worst are deception and which in any event 
mislead uninformed minds, fostering—espe- 
cially among our economic unfortunates—an 
attitude that “industry” is a thing suspect, a 
thing without social conscience, a thing that 
government must regulate and supervise. 

Right or wrong, what the President says is 
big news—news carried to millions over the 
radio and through the press. Recently those 
millions heard he President say or read that he said: 

“The total production of America is about back to the 
high point before the depression but only a little over 80 
per cent as many human beings are engaged in turning out 
that production.” 

We hear Secretary of Labor Perkins warn that unless 
private industry can bring about greater gains in employ- 
ment by January 1 “we may have to work out a new pro- 
gram.” 

Even some conservative observers express surprise that 
factory production during the past year has increased con- 
siderably more than factory employment. 

There is the paradox that with millions out of work, some 
industries are confronted with a shortage of skilled labor 
and many companies are operating apprentice schools. 

In many minds, including that of Mr. Roosevelt, there is 
an apparently fixed conviction—despite overwhelming fac- 
tual evidence to the contrary—that the mechanization of 
industry and the resultant increased productivity per worker 
are at fault. Out of this reasoning comes the President's 
suggested remedy that none under eighteen or over sixty-five 
should work and that all others should work fewer hours. 
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In other words, the “cure” for an inadequate volume of 
work is less work and higher production costs! 

The generally challenging attitude fostered by the New 
Deal has grown familiar to business men, but familiarity 
does not make it less dangerous. Méillions are impressed 
by the President’s words. In the interest of clear thinking 
on the part of the far smaller number of individuals who 
will read this article, let us see if we can not set this greatest 
of national problems in its true perspective and examine it 
objectively. 

It is true that factory production during the past year has 
increased faster than factory employment, but the reason is 
quite simple. In depression the reverse was 
true for two reasons. First, companies had to 
maintain a working nucleus, no matter how 
low production fell. Second, there was a gen’ 
eral movement to spread the available work, 
keeping on as many men as possible at re 
duced hours. Thus recovery in production 
during the past year has exceeded creation of 
new jobs because more normal hours of work 
were restored to men on part time. For ex: 
ample, United States Steel was only able to 
give its men an average of 30.1 hours of work 
per week in 1934. It was able to increase this 
to 33.9 hours in 1935. 

Production having fallen more than employ: 

1935 ment in depression, the reverse trends for 1935 

are neither significant nor conclusive. Much 
more important is the question whether the relationship be: 
tween total production today and that of 1929 and the re- 
lationship between employment today and that of 1929 are 
out of balance. The President says that “total production” 
is back to the high point but only 80 per cent as many 
people are employed. 

Let us see. What is “industry”? And how can one 
measure the “total production” of America? 

“Industry” as a source of gainful occupation is not alone 
the United States Steel Corp. and General Electric and 
General Motors and the thousands of other manufactur’ 
ing enterprises of the country, for manufacturing indus’ 
try in this narrow sense never in the best times employed 
more than 20 per cent of all persons gainfully occupied. 
You and I and every person who works with his mind or 
his hands in the production and exchange of goods and ser’ 
vices constitute American “industry.” The cook in your 
home, the taxicab driver, the subway guard, the Pullman 
porter, the barber, the pants presser, the farmer, the restau’ 
rant waiter, the telephone operator, the dentist, the under’ 
taker, the lawyer, the carpenter, the upholsterer, the radio 
announcer, the actor, the writer, the grocer—these and 
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duction of capital goods, the automobile in- 


gs are American “industry.” | BUILDING dustry, heavy movement of freight over the 
You can not measure the total production of railroads and large foreign trade were five 
jee millions by the Federal Reserve Board's major foundations upon which an $81,000,- 
qdex of manufacturing and mining activity. 000,000 national income rested; and that ac- 
You can not measure it accurately by any other tivity in these basic fields supported not only 
dex made up of a limited list of economic direct employment therein but indirectly cre- 
xtivities. But it is obvious that the money ated employment and good times in dozens of 
alue of the sum total of all goods and services other economic fields, notably among service 
yoduced in this country is the national in- workers of all kinds. 

«me. Hence the national income is the best Well, at present recovery is virtually com- 
neasure of the “total production” of America. plete in only one of the above five key activ- 
What is it? In 1929 it was approximately ities—the automobile industry. Construction 
31,000,000,000, according to careful estimates of all kinds last year—including much financed 
if the Department of Commerce. In 1932 it I924-29ANG, 1935 on the credit of the Government—was only 


tll to slightly less than $40,000,000,000. By 

theend of 1934 it had recovered to $48,561,000,000. While 
»0 oficial figure for 1935 has yet been issued, it is a thor- 
wehly safe assumption that it could not have exceeded 
$58,000,000,000, for this liberal estimate would represent 
again of some 20 per cent for the year. 

Therefore, starting 1936, the national income had recov- 
aed less than half the depression loss! Moreover, even if 
you allow for a difference of about 15 per cent between the 
wst of living in 1935 and that in 1929, you will observe 
that we still require a gain of 24 per cent in national in- 
wme to get back to the level of 1929. 

How does this check with employment? Mr. 
Roosevelt says we need a 25 per cent gain in 
employment to get back to the high point be- 
fore the depression. Obviously, therefore, pres- 
mt employment is approximately in line with 
present national income, which is the “total 
production of America.” 

Unemployment is a depression phenomenon. 
for decades prior to the depression this coun- 
ty progressively expanded the application of 
mechanization and power, increasing produc- 
tivity per worker, without aggregate loss in 
employment. This is proven conclusively by 
the United States Census figures which show 
that the percentage of the total population 
gainfully occupied in 1890 was 36.1; was 41 
in 1910; 38.4 in 1920; and 39.8 in 1930. 
Therefore, if we had full recovery today, approximately 
) per cent of our people would be gainfully occupied 
ot about 51,000,000 individuals. Assuming that 10,000,- 
000 are out of work, we then have approximately 41,000,- 
00 gainfully occupied. On this estimate we need a gain 
f 24 per cent for restoration of normal employment. 
Again the figure checks with the requirement of a gain of 
44 per cent in national income before the pre-depression 
kvel is restored! 

We have had a great depression and that depression has 
not ended. The truth is that the “total pro- 

duction of America” has not recovered at the 
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CAPITAL 
GOODS 


IRON AGE INDEX 


$1,844,000,000 in the thirty-seven states east 
of the Rocky Mountains for which the reliable F. W. Dodge 
figures are available. In the six years 1924-1929 construc- 
tion volume averaged $6,050,000,000. For 1936 to date the 
volume has been at a rate of approximately $3,300,000,000 
a year or little more than half that during the six years im- 
mediately preceding the depression. 

The weekly index of activity in capital goods compiled 
by the Iron Age affords the best available current picture 
of where we stand in this vital source of production and 
employment, the index being based on steel ingot produc- 
tion, motor production, lumber shipments, heavy engineer- 
ing construction and industrial activity in the 
Pittsburgh area. This index at present stands 
at approximately 76 per cent of the 1925-1927 
average. It is some 50 points under the 1929 
high and fully 35 points under the 1928-1929 
average. About half of the loss between 1929 
and March, 1933, has been made up. A gain 
of about 33 per cent will be required to recover 
the 1925-1927 average. 

Railroad car loadings are an excellent re- 
flection of the physical movement of goods, 
involving no price factor. Such loadings in 
1929 were 52,828,000 cars. For the twelve 
months ended April 1, this year, the total was 
only 31,915,000 cars or 40 per cent less than 
in 1929. For the first fourteen weeks of this 
year the total was 35 per cent under the corre- 
sponding period of 1929. Allowing for the most generous 
possible assumption as to how much freight has been diverted 
to motor trucks, these figures indicate beyond question that 
the “total production of America” is not now much, if any, 
more than two-thirds as large as “at the high point before 
the depression.” 

Our foreign trade, taking exports alone, averaged approx- 
imately $5,000,000,000 a year during the 1926-1929 period. 
Last year it was only $2,882,000,000. Even allowing for 
price differentials, here is continuing depression in another 
foundation of national income and employ- 
ment. 

Department of Labor statistics show that for 





RECENT 


outside more than two-thirds of the depression EXPORTS 
loss. We have had only one year of sustained every 1,000 persons at work in the durable 
recovery and it has only been within this year goods industries in the period 1923-1925 only 
that significant improvement has started in 758 are at work today; while for every 1,000 
‘onstruction and the capital goods industries— persons then at work in the non-durable goods 
two veritable pillars of normal prosperity industries 933 are employed today. The rela- 
which have constituted the backbone of the tive losses, therefore, are 242 durable goods 
depression. workers and 67 non-durable goods workers. 
Need one look beyond the obvious for the Put the 242 durable goods workers in jobs and 
fuse of a concentrated loss of employment in the other 67 non-durable goods workers will 
aperiod of deflation familiar to all and not yet find employment. 
more than partially corrected? A breakdown of 6,000,000 individuals re- 
Looking back to the last period of prosperity ceiving Federal relief has recently been issued 
ill will concede that construction, active pro- 1926-29AVG, 1935 (Please turn to page 122) 
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E are in a period of na- 

tional history when pro- 

found changes in govern- 

ment and in the relations of 

government to the people were to 

be expected. When you have free 

institutions, universal suffrage and 

an uncowed electorate you can not 

escape changes that may disturb 

those who have prospered under 
the existing order. 

In a democracy like ours the 

tendency over a long period of 


of a better age.” 


“IT am convinced that when the pas- 
sions of the present have burned down 
and we can sit down on some eminence 
and survey what has been done in these 
recent years we shall conclude that we 
have been going through the birth throes 


expires next January. There will J gino 
be no formal money inflation be § snmer 
fore that time. Any changes of power 


similar character that may come f ind po 
later will be brought about by new § uatic 
legislation. _ Finfatio: 

As to credit inflation, there is imperil 
no doubt that the necessity of enor § -uriti 


mous borrowings by the Govern J Op + 








time is for the less fortunate peo- 
ple to seek a better life for them- 
selves through political action. You can’t have popular 
government without the people getting the kind of legis- 
lation that they want—sooner or later. Therefore, we 
should always be ready for change and accept it as inevi- 
table in our scheme of things. 


Progressive Improvement 


As an individual I may like or dislike this or that piece 
of legislation, but I do not get “all hot and bothered” be- 
cause we find ourselves confronted by a rather epochal surge 
in our common affairs. Looking back over our national life 
I observe that on the whole our legislative record has been 
one of progressive improvement. I am convinced that when 
the passions of the present have burned down and we can 
sit down on some eminence and survey what has been done 
in these recent years we will conclude that we have been 
going through the birth throes of a better age. As for the 
leaders with whom we conveniently identify changing poli- 
cies I am neither a hero worshipper nor a scoffer. They are 
products of the times, and they are doing their sincere best 
in a world of change. The same may be said of their oppo- 
nents. The antagonisms of the two groups are not pri- 
marily personal; they are merely the personal manifestation 
of the strain of adjustment to the times. 

Turning from these general reflections to answer the 
questions that have been propounded to me, it is my view 
that there is no likelihood of further basic money legisla- 
tion in the near future, and that the time for international 
stabilization may well be considerably deferred. I am cer- 
tain that there will be no change in the content of the gold 
dollar by the President under his present authority, which 
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ment to meet the exceptional con Bigjove, 
ditions of business depression and ij. ; 
human misery which confronted it Howey 
has brought about the makings of Bite w, 
a great boom in prices. Yet the Biucines 
fact is that neither the reduction of Fring, a 


the gold weight of the dollar nor the tremendous volume fieopje 
of money which the Government has borrowed and poured fi ycja] 


into circulation has caused an abrupt or extensive rise in Fiat re 
the price level. The price rises have been unequal and hap fill pr 
pily have tended to correct disturbing inequalities in prices. Jitis yea 


Events, I think justify the devaluation of the dollar or illion 





rather, perhaps, the departure from the gold standard; which fionus y 
resulted in a decline in the foreign purchasing power of Bdannel 
money that was substantially reflected by the subsequent fin the 
stabilization by Presidential order at 59.06 cents in terms ftp be y 
of the gold value of the former dollar. Rooseve 

The painful battle France has put up for deflation and fiat as 
an invincible franc shows the wisdom of our course if fie recog 
choosing a measure of inflation of prices (or reflation). ftion, th 
While we have been steadily recovering France has been fiisconce 


getting deeper and deeper into private and public insolvency. fe little 


on that 

No Mad Credit Period I wis 

do not e 

The volume of silver the Treasury is required to purchase fhilancec 


under mandate of Congress is not large enough to result fithat of - 
in a significant degree of inflation. I do not expect that fuill be | 
there will be any further legislation in this regard, and the aury is r 
Treasury is proceeding very conservatively and skillfully in fitely ne 
its purchases. I think this project is now being handled firdinary 
in such a manner as not to embarrass the nations which fihich p 
use silver as their basic money, and on the other hand it fos of . 
is very helpful to the economy of the silver producing [eclinin< 
nations, giving them much needed credits in the United Our det 
States and thus facilitating trade. eadlizabl 

I do not think that we shall have a mad period of im fs partic 
flation of the credit variety. Bank credit is anything but fhusiness 
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expansive today, and recovery is proceeding so circum- 
spectly that I do not expect that events will touch off 
credit inflation. Should developments take that direction, 
the reorganized Federal Reserve Board has the power to 
uelch them. The old board could have pricked the 
tock market boom of the latter twenties if it had acted 
gurageously and promptly, and the new board has more 
power of control, although it must be admitted that the 
Treasury Department’s power in certain directions which 
afect banking policy is so great that it and the Reserve 
Board must act in unison to insure control objectives. At 
any rate there is not as yet any sign that private credit 
is ready to step into the breach and take the burden of 
credit off the Government’s shoulders. I hate to contem- 
plate what would have happened in this country if the 
Government hadn’t used its credit on a colossal scale, both 
to finance relief and recovery directly but also by lending 
to banks, other financial units and to many sorts of dis- 
tressed business enterprises. That governmental help is 
what kept the body economic functioning. 


Business Good—Debt Manageable 


Since the banks hold the most of the new issues of Gow 
emmental obligations there has been created a lending 
power based on the Government’s debts that is artificial 
and potentially dangerous, but on the other hand that very 
situation tends to correct itself; the banks know that active 
inflation would impair the credit of the Government and 
imperil the value of their Government 
securities. 

On the whole there is a tendency, I 
telieve, for business to slow down a 
little in Presidential election years. 
However, we have the undeniable fact 
that we are well into this year with 
business rapidly expanding and recov- 
ering, and offsetting the nervousness of 
people over the outcome of a rather 
qucial electoral contest are the facts 
that recovery and relief expenditures 
wll probably reach their high point 
this year. Moreover, something like a 
tillion and a half dollars of soldiers’ 
bonus money will be flowing into the 
channels of trade from June on. Then, 
too, there is the fact that there seems 
to be very little doubt that President 
Roosevelt will be re-elected, and I think 
that as the campaign goes on that will 
ke recognized as a certainty. The elec- 
tion, therefore, will not open up any 
disconcerting surprises, and there will 
te little advance hesitation of business 
on that account. 

I wish I could say otherwise, but I 
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to not expect to see the national budget 

lalanced during the next fiscal year or 

that of 1937-38. It will be several years before the budget 
will be balanced in the sense that all outgo from the Trea- 
ry is met by the revenues. Such a balance is not immedi- 
itely necessary to avoid inflation. With a balance of the 
irdinary expenditures of the Government with revenues, 
which may be achieved in the next fiscal year, with the 
‘st of relief and also the need for recovery expenditures 
elining, nobody is going to lose confidence in the dollar. 
Our debt is not intolerable and is substantially offset by 
talizable assets and the profit from gold devaluation. This 
B particularly true in view of the welcome recovery of 
business which has reached such proportions that even the 
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professional pessimists can not deny it. More business 
means more revenue. 

Social and economic shifts and alterations crowd in on 
us so rapidly that it no longer suffices to depend upon spon- 
taneous adjustments, which roughly met the graver problems 
of our national industrial development in the past. We 
must from now on go out to meet changes as they come 


and deal with them consciously. 
Problem of Chronic Unemployment 


I have considered this project for some time and have 
been working under the authority of a Senate resolution 
looking to the establishment of a non-partisan National 
Council to which would be entrusted the duty and re- 
sponsibility of advising Congress and the President regard- 
ing these intricate problems, such as chronic unemploy- 
ment. I believe it is possible to solve that problem in a 
self-adjusting way and without resort to extraordinary 
measures. 

It is distressing and worrying that unemployment keeps 
up to such an extent and that the number of people on relief 
declines so little. These unconfutable facts present a stub- 
born problem for the future. I think that at last technologi- 
cal unemployment, that is displacement of labor by the power 
machine, has attained such a momentum that unless off- 
setting economic changes are deliberately made the surplus 
unusable labor will tend to pile up from decade to decade. 
We used to say that machines made more jobs than they 
displaced. That was quite true; theo- 
retically, it may still be true, but now 
the old jobs are destroyed with light- 
ning-like rapidity and the new jobs 
come slowly into sight. Formerly we 
always had a shock absorber in the oc- 
cupation of the West and the develop- 
ment of abundant natural resources to 
meet the demands of a growing nation 
and of the world. The balance that has 
been maintained on the whole in the 
past was partly due to the gradual 
shortening of the working hours—from 
14-hour days in the forties of the past 
century to eight hours and even less 
now. We must adapt ourselves to our 
machines. But, unless there be direct 
and radical readjustment, the adapta- 
tion will be slow, and never sufficient 
to wipe out all unemployment of em- 
ployables. It will constitute an endur- 
ing social burden, quite without rela- 
tion to depression or prosperity. 

In respect of the incidence of the 
proposed tax on undistributed profits 
of corporations I think the alarm about 
it has been overdone. Abstractly, I 
feel that it is an essential of the indefi- 
nite continuation of achieved prosperity 
that realized profits should be distributed and go back into 
circulation to form the basis for new purchasing power. 
Society as a whole buys from itself only what it produces 
of goods or services, and it buys them by exchange. To the 
extent that what is produced is not utilized a part of the 
value of production is lost, and adequate buying and con- 
suming are possible only when there is adequate distribu- 
tion of purchasing power. I rather think that the tax law 
as finally engrossed will be quite different from the measure 
the house passed. You have seen quite a number of fear- 
some bills become docile laws, haven’t you? 

(Please turn to page 128) 
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What Is a Common Stoc 
W orth? 


Price Earnings Ratio as 


Means of Stock Appraisal 


By CuHester TUTTLE 


HEN it comes to judging the value of a common 
stock no rule of thumb can compare with full 
knowledge of the company supplemented by com- 


mon sense and market judgment. 


There are, however, 


various comparisons and relative measurements which may 
be employed by the investor to sharpen his perspective and 
perhaps afford a clue to an over or under priced situation 
which may then be investigated to advantage. 

Of such empirical measurements the most widely used 
is the ratio of market price to per share earnings, more 


familiarly known as price-times-earnings. 


The fact that it 


is a simple arithmetical computation, as well as having a 
demonstrable relation to stock prices, undoubtedly accounts 
for the popularity of this time-honored method. 

The price-times-earnings ratio has been evolved from the 


old belief that a stock 
quoted at about ten times 
its probable earning power 
was reasonably appraised. 
This was merely another 
way of saying that a com- 
pany should earn at least 
10 per cent on the market 
value of its equity—what- 
ever the value happened 
to be at the time. This 
yardstick was based on the 
reasoning that a 5 per cent 
return in dividends was a 
fair one and in order that 
a company might be en- 
abled to set aside a reserve 
for contingencies and re- 
tain sufficient funds for 
expansion, earnings should 
be double the amount ac- 
tually disbursed to stock- 
holders in dividends. Many 
circumstances have since 
arisen which have made it 
necessary to revise and 
modify this ready formula 
sand much of its original 
-simplicity has been sacri- 
fficed. No one can arbi- 
\trarily say that any stock 


£36 


should sell at ten, twenty or fifty times annual earnings. A 
ratio true for one company is absurd for another. The 
price-times-earnings ratio today must be amended to con 
form not only with various industries, but individual com: 
panies within the framework of an industry. A genuine 
appreciation of these circumstances is necessary if the 
investor is to avoid mistakes in seeking to appraise common 
stocks by this popular method. 

In using the price-times-earnings ratio, the point which 
should be remembered is that the market is evaluating futur 
earnings—far more than last year’s earnings or the average 
for the past five years. The past record of a company, 
however, is not to be disregarded as it may serve asa 
criterion of what may be expected in the way of earning 
under certain conditions, if similar conditions should again 
exist in the future. But 
to conclude that a particu 
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lar stock is undervalued 
. : because it is selling only 
Ratio of Recent Prices to 1929 and 1935 S elgdsc tines dae year's 
Earnings ings is a superficial, hay 

ardous and often meaning 

1929 Recent 1935 Recent a 
Earnings Price x Earnings Price x less decision. It may later 
Company oy i a. dl Share od be found that actually this 
American Can............ 124 «8.02 15.50 6.83 particular stock was sl 
General Motors........... 62 65.44 11.5 3.69 16.9 Ing fifteen or sixteen times 
International Harvester.... 78 7.11 11.0 3.28 24.0 | its current earning powel 
General Electric.......... 36 «2.35 «16.0 «60.97 = 36.0 | By the same token, a stock 
Westinghouse Electric. .. . . 108 10.36 10.0 4.48 24.0 | that is quoted at fiftee 
Anaconda Copper......... 38 7.88 42 1.29 25.3 times last year’s earnings 
Inland Steel.............. 94 9.76 10.2 6.54 14.4 | may actually be giving 3 
Johns-Manville........... 9% 8.08 12.0 2.19 43.6 | much more conservative 
American Radiator........ 20 2.02 10.0 0.25 980.0 | appraisal of this  yeats 
Kennecott................ 34 5.55 6.0 1.22 20.3 | probable results. 

Sears, Roebuck........... 64 662 96 445 142 | For example, in_ th 
PO ee eae 76 46.62 13.6 3.45 21.7 | closing weeks of Marth 
Standard Oil Cal... 40 3.63 9.0 1.42 28.5 1935, General Motors wa 
RRB cer oiecnccctstccis 45 7.28 6.1 449 10.1 selling around 28, or four 
Consolidated Edison....... 30 4.75 63 2.01 15.0 teen times 1934 earning 
Public Service, N.J....... 40 4.18 9.7 2.73 14.8 of $1.99 a share. For th 
Western Union........... 7 16.12 65.1 5.03 15.4 full 1935 year, howevtt 
0 ITT er 70 22.69 3.0 1.38 650.0 General Motors earn 
Union Pacific. ............ 120 20.37 6.9 6.54 18.4 $3.69 a share, or 12% pet 
Pennsylvania............. 29 883 $2 181 16.0 cent on the price of 
A year later the shart 

were selling some thitty 














THE MAGAZINE OF WALL STREE! 





wi 
Fo! 
ma 
a3 
are 
Ar 
sta 
pra 
upc 
stat 
anc 
dist 
duc 
ind 
wh: 
eco 


tha: 


chei 
of | 
of 
In 
elec 
ove! 
dev 
nece 
gro 
by 
resu 
dep: 
man 
equi 
mac 
the 
as si 
bene 
sone 
tele 
In 
grou 


for ] 


ings. A 
r. The 
to con 
1al com: 
genuine 

if the 


common 


it. which 
g future 
average 
ompany, 
ve asa 
earnings 
Id again 
re. But 
particu 
ervalued 
ng only 
ir’s earn’ 
jal, haz; 
neaning 
yay later 
ally this 
was sell: 
en times 
¥ powel. 
, a stock 
t fifteen 
earnings 
giving 4 
servative 
5 year’ 


in th 
March, 
tors was 
or four 
earning 
For the 
however, 
earn 
12V/p pet 
> of 3b 
e shart 
> thirty 


TREE! 





nve points higher. On the other hand, Distillers Corp.- 
Seagrams shares, which earned $5.05 each in the fiscal year 
ended June 30, 1935, were quoted at 33 early this year, or 
six and a half times 1935 earnings. For the six months 
ended December 31, 1935, however, the company earned 
only $1.62 a share before special rebates, and subsequently 
the shares have declined to levels around 20. 

Similar contrasts could be cited in considerable number 
but these two suffice to illustrate the emphasis which the 
price-times-earnings ratio attempts to place on potential 
earnings. It is equally useful, therefore, as a warning for 
more often than not a low ratio suggests the presence of 
adverse factors or abnormal uncertainties and the investor 
might well start looking for “the nigger in the woodpile” 
rather than complacently believing that such an issue is 
“undervalued.” 

Although the price-earnings yardstick is applied directly 
to specific issues, the resulting measurements must be corre- 
lated with factors also specific, as well as those of broad 
economic significance. This, of course, requires the exer- 
cise of judgment and a certain amount of mental reserva- 
tion. As already pointed out circumstances will vary widely 
with individual companies and, in a discussion of this nature 
it is possible to consider only the more salient factors likely 
to be present in almost any event. 


Industrial Classification Important 


The nature and outlook for the particular industrial field 
with which a company is identified is of vital importance. 
For convenience, all industries may be classified into two 
major groups—static and dynamic. There are, of course, 
a few backward industries but it is presumed that these 
are automatically eliminated from investment consideration. 
An industry may be said to be static when it has reached a 
state of maturity where the annual volume of business is 
practically stabilized and future growth dependent mainly 
upon the secular increase in population. Exemplifying 
static industries are the food and packing companies, shoe 
and textile manufacturers, cigarette and tobacco companies, 
distillers, boot and shoe manufacturers, motion picture pro- 
ducers and the various divisions of retail trade. All of these 
industries are engaged in producing consumers’ goods and 
while profits are always subject to the effects of changing 
economic conditions, the variations will be relatively less 
than in the case of the more dynamic industries. 

Probably the most typical of the dynamic group is the 
chemical industry—typical because it is constantly assured 
of broader fields and new markets through the discovery 
of new processes and products in research laboratories. 
In a considerable measure, the same is also true of the 
electrical equipment industry. One has only to think back 
over the past decade and realize how many new products 
developed by these industries are today considered virtual 
necessities, to justify their classification as dynamic. Another 
group of industries may be credited with dynamic prospects 
by virtue of the large potential demand for their products 
resulting from purchases long deferred through the late 
depression. Such industries include manufacturers of all 
manner of building materials, railway equipment, office 
equipment and supplies, motor trucks, automobiles, farm 
machinery, machine tools and household equipment. As 
the demand for these products materializes such industries 
as steel, copper, lead, zinc, nickel, aluminum will be direct 
beneficiaries. The aviation industry, although still unsea- 
soned, is potentially dynamic and the eventual success of 
television lends glamour to radio. 

In addition to these major groups, there is an important 
group of specialized companies in which may be found both 

(Please turn to page 118) 
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TERRIBLE / 


Alcohol Threatens Oil Profits 


Production of Alcohol From Corn, Fathered 
By Chemical Foundation, Brings Cheers From 


Farmers and Wails From Gasoline Producers 


By THomas CaLtvert McCrary 


HE continuous struggle to solve the problem of agri- 
cultural surpluses, and thereby alleviate the economic 
position of the farmer, has recently taken a new 

turn—a turn which naturally sends shivers up the spine of 
the petroleum industry. It is proposed to convert some 
30 per cent of the corn crop into alcohol and, directly or 
indirectly, to enforce a 10 per cent blend of this product 
with gasoline as motor fuel. 

The step is a bold one and is fraught with possible reper 
cussions that are not obvious on casual consideration. 

First, of course, is the fact that Federal legislation causing 
national inclusion of farm produce alcohol in gasoline would 
create a farm controlled industry, fostered and maintained 
not on sound, economic grounds, but at the direct expense 
of the established petroleum industry and consumers of 
gasoline, and the indirect expense of all industry. There is 
hardly a manufactured process of any sort which would not 
feel the ultimate effect. 

The bulk of the burden would fall on the oil industry. 
Admitting the fact that the farmer uses 26 per cent of the 
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annual gasoline consumption, and that farm prosperity is 
directly essential to oil prosperity, nevertheless the oil indus- 
try is operating on so lean a margin that the loss of 10 per 
cent, or even 5 per cent, of its volume would come close 
to wiping out all of its profit. Production, maintenance 
and sales expense could not be reduced in ratio to decreased 
gasoline consumption. 

But if there are those who chuckle at the amazing idea 
of killing an established industry to supplant it with one to 
be newly created, they are not among the 30,000,000 farm 
population nor the political experimenters. The controversy 
is loaded with dynamite, vitality and consolidated political 
control. It has become the last draw in the poker game of 
politics vs. business, and the alcohol-fuel contingent has 
drunk deep of the gasoline cocktail. 

Alcohol as a motor fuel is a hardy perennial which 
pops up whenever there is an oil scarcity threat or when- 
ever there is nothing else for farm district politicians to 
talk about. It has never before meant much but talk. 
This time it was started by an alert merchandiser, an 
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owner of a String of gasoline stations in the corn belt. 
By the simple expedient (not advertised) of mixing quite 
a bit of imported cheap blackstrap alcohol with a little 
high cost corn alcohol and adding this to his gasoline, he 
gave customers some small motor trouble, something to 
cheer about, and made his own till tinkle. 

The sudden importance and weight of the controversy 
came when the influential Chemical Foundation charged 
into the fray to lead the forces of alky-gas. To get the 
complete picture it is necessary to know the Chemical 
Foundation. 

The Chemical Foundation is motivated by the spirit of 
Woodrow Wilson. It was formed at the end of the war 
to take over confiscated enemy chemical patents and issue 
commercial permits for their use. The organization answers 
to no man as its stock control is in escrow and the staff 
has no fear of private interests of stockholders. 

The avowed purpose of the Foundation is to foster 
an industrially and chemically self-sustained U. S. A. 
Indeed, our chem- 
ical autonomy of 
today is largely 
the result of its 
work. There is no 
favoritism shown 
to manufacturers 
and its integrity 
has been rather 
astounding in a 
country of reac- 
tionary or left 
wing controls. 
There is no pri- 
vate profit from 
the corporation, 
earnings being 
ued for the pro- 
motion of the 
chemical indus- 
try and its in 
fuence is wide 
and weighty, its motives generally good. 
About a year ago the Foundation had an 

dfspring, the Farm Chemurgic Council. 
This organization studies farm problems and 
fosters the use and opportunity for farm 
products. This past April the two organiza- 
tions showed marked interest in alky-gas 
possibilities and are at this time helping to 
atrange the building and financing of a pri- 
vately owned “farm fuel refinery” of 10,000 
gallons daily output at Atchison, Kansas. 
No subtle implication is meant, for the Foundation has 
aided the financing and organization of many industries. 
But this time there seems to be some political tendency 
evidenced. Prior to taking the banner of the alky-gas 
forces, the Chemical Foundation held no official conference 
with the petroleum interests. In as much as that alky gas 
sto take away petroleum business, not add to it, and that 
it will be the petroleum industry which will make possible 
the distribution and sale of alky gas, and any ultimate im- 
provement in the mixture, a conference might have been 
expected. 
Last November, the Chemical Foundation published a 
pamphlet by Snider and Brooks, petroleum authorities. It 
pointed out the feared ultimate petroleum shortage (a 
very controversial point within the industry), and that 
farm produce alcohol mixed with gasoline would be a step 
toward oil conservation and also resurrect the corn farmer 
from the dust of plowed-under lands. 
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The pamphlet was a paper the authors had presented at 
the August meeting of the American Chemical Society, but 
it innocently omitted one significant remark which read: 

“Alcohol as a motor fuel is a question of politics and 
subsidies, not an economic question. The Federal Oil Con- 
servation Board has clearly shown that alcohol is not an 
economic substitute for gasoline except at price levels for 
gasoline about five times the refinery cost of gasoline during 
the last five years.” 

There is the whole matter. If alcohol is blended with 
gasoline it will be due to subsidy, not to lower cost or equal 
eficiency. The assumption is that a super tax on straight 
gasoline will bring its retail price higher than tax-exempt 
alky-gas, which is now rated, at best, as third grade fuel. 
The tax exemption would be only on that part of gasoline 
containing alcohol. 

The alky-gas proponents are attempting to force a mix- 
ture of around 5 per cent, by demanding 10 per cent. This 
latter amount would completely wipe out the corn surplus 
and put all available corn lands 
back into cultivation. Theoretically, 
this would raise the price of corn 
around 48 per cent per bushel, 
which is an alluring prospect for 
the farmer, but somewhat cock- 
eyed economically as any such 
price increase would also make 
alky-gas prohibitively priced. 

The internal combustion engine 
of today is not built for efficient 
alcohol-gasoline use. Standard Oil 
of New Jersey found that out 

more than 10 
7 years ago when 
it experimented 
with alky-gas in 
a small territory 
and finally gave 
it up at the re- 
quest of the con- 
sumers. Even 
when the day 
comes when de- 
pleted oil reserves 
dictate the use of 
alcohol fuel, con- 
siderable techni- 
cal changes in en- 
gine design will 
be necessary to 
adapt it to eff- 
cient operation. 
True, some racing cars and aircraft use a blend, but it is 
prohibitively high priced and requires special treatment 
and special motors. The American Automobile Associa- 
tion in co-operation with state and Federal bureaus and all 
factions in the controversy, made exhaustive tests of fuel 
with five standard type automobiles. It was proved to the 
assorted satisfaction and gloom of various interests that 
alcohol gasoline was less efficient, less reliable, harder on 
engines, gave lower mileage, and was more costly fuel. 

In post-war Europe, the fuel situation is opposite from 
ours. There is a stringent gasoline shortage and excessive 
overproduction of farm produce alcohol. Gasoline is ex- 
pensive, alcohol cheap. Everything possible has been done 
to develop alcohol as a fuel, and the result can be seen in 
that ambulances, fire apparatus and army vehicles are re- 
lieved from the enforced use of alky-gas for government 
motors. 

(Please turn to page 124) 
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Management Is First Among 


Its Assets 


Recent Plant Acquisitions, Recapitalization and 


Expanding Sales Point to Improved Earnings 


By Warp Gates 


N MOST industries the one con- 

stant is change. Hence the past 

career of no corporation can give 
more than a partial clue to its future. 
This is peculiarly so in the case of the 
Republic Steel Corp. because it was not 
until 1929 that Cleveland’s fabulous 
Cyrus Eaton—then flying high in 
dreams of industrial empire—thought 
of putting it together, and because late 
last year it went through a second 
major metamorphosis from which it 
emerged with a recapitalization and 
with ownership of the Corrigan, Mc- 
Kinney Steel Co. and the Truscon Steel 
Co. 

To evaluate any enterprise, one needs 
standards of comparison. Little is re- 
vealed by comparing the 1936 Republic 
Steel with the Republic Steel that was 
formally organized in 1930. Nor can 
much of value be brought to light by 
comparing Republic Steel with other 
steel corporations, for the deficiencies 
thus revealed are subject to correction. 

It may be observed that Republic’s 
operations run largely to light steels— 


distinct advantage over heavy steels— 

but that its profit making abilities in 

this field under present conditions are excelled by various 
other companies, notably National, Inland and American 
Rolling Mill. In heavy steels it does not remotely com- 
pare with either United States Steel or Bethlehem, which 
alone exceed it in total steel capacity. On the other hand, 
in high grade alloy steels—which most certainly have a 
promising future—it holds top rank. 

It may be pointed out that Republic required sales of 
$137,000,000 last year to earn a profit of $4,455,000—its 
first profit; while on sales less than half as large Inland 
earned twice as much and American Rolling Mill virtually 
matched Republic’s profit on sales of only $76,000,000. On 
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which thus far in recovery have had a Republic's president plants are situated or how modern they 


the other hand, Bethlehem required 
sales of $192,000,000 to earn $4,291, 
000 and United States Steel required 
the huge volume of $758,000,000 to 
earn $1,146,000. 

It may further be noted that Repub 
lic has some efficient plants and various 
old ones and that, on the whole, its phy: 
sical facilities and their geographical 
location are inferior to those of both its 
larger competitors as well as to those of 
not a few smaller competitors. 

Yet when all disadvantages are duly 
noted, you will take a considerable risk 
of going wrong if you assume that Re 
public Steel can never make substantial 
profits. Why? Because some deficien 
cies have been corrected in large meas 
ure by the acquisition of Corrigan, 
McKinney and Truscon Steel. Because 
physical facilities can be—and prob 
ably will be—further adjusted. Be: 
cause, most important of all assets i 
any enterprise, Republic has an out 
standingly able management. If man 
agement is inferior, it doesn’t make 
much difference in the long run where 


are. If management is top notch dis 
advantages, in time, will be largely 
overcome through one adjustment or another. 

When United States Steel looked around last year for just 
the right man to head its huge Carnegie-Illinois subsidiary— 
an enterprise three times the size of Republic—it selected 
Benjamin F. Fairless, Republic’s No. 1 vice-president. 

Yet any informed steel man will tell you that, even with 
out the prized Mr. Fairless, Republic still possesses a mat’ 
agement without superior in the industry—a shrewd, alert, 
hard-driving team heading up to Chief Executive Tom M. 
Girdler, General Manager R. J. Wysor, Myron A. Wick, 
vice-president in charge of finance, and C. M. White, No. 
1 operating boss. None of these men is older than fifty-six 


THE MAGAZINE OF WALL STREET 





Th 
eig! 
fro 


stec 
was 


wo! 
rig] 
Ins 
Shc 
of 
Cor 
VIC 
lan 
old 
che 
the 
to 1 
tine 
vict 
anc 
wel 
“pa 
em| 
I 
Eat 
is 1 
as 
Inc. 
wh 
Rey 
Jon 
in | 
and 
h 
dire 
$30 
tery 
do | 
in 
me 
whi 
care 
enc 
oth: 
sion 
k 
cap 
sist: 
in 
268 
pric 
per 
con 
144 
per 
lati 
pre 
4,0: 
of 
7 
stoc 
the 
her 
mal 
con 
pict 


for 


equired 
4,291, 
equired 
000 to 


Repub. 
various 
ts phy: 
aphical 
0th its 
hose of 


e duly 
le risk 
at Re: 
tantial 
eficien: 
meas 
rrigan, 
ecause 
prob: 
Be- 
ets 1n 
1 out 
~ mat’ 
make 
where 
1 they 
h dis 


argely 


ir just 
ary— 
lected 


with: 
mat’ 
alert, 
nM. 
Vick, 
, No. 
y-six. 


EET 





They average about fifty years of age and some twenty- 
eight years experience in the steel business. Each started 
from scratch, or not far from it, with the exception of 
Mr. Wick whose family had long been prominent in the 
steel world of Youngstown and the Mahoning Valley. 

The way these men came together in Republic Steel 
was like this: 

Late in the boom Cyrus §. Eaton thought he had the 
world by the tail and, so thinking, bought and pyramided 
right and left with an optimism rivalling that of Samuel 
Insull or the Van Sweringen brothers. Eaton was the “Big 
Shot” of the investment and brokerage firm of Otis & Co., 
of Continental Shares, Inc., of International Share Corp., 
Commonwealth Securities, Inc., and what not, besides being 
vice president of the Cliffs Corp., owning the rich Cleve- 
land-Cliffs Iron Co. Stepping still higher, he brought the 
old Republic Iron & Steel Co., with a history of thirty 
checkered years behind it, under his wing preparatory to 
the then easily manouvered mergers that were to give birth 
to the present Republic Steel Corp. 

It is familiar history now that Eaton, Otis & Co., Con- 
tinental Shares and certain other Eaton ventures were early 
victims of the 1929 market crash—while Republic Steel 
and the Cliffs Corp. live on for the double reason that they 
were, and are, founded on something far more solid than 
“paper” and were never so tightly bound up with the Eaton 
empire but that the ties could be severed without difficulty. 

It was the Eaton dominated Republic Iron & Steel— 
Eaton dominated although stock ownership was then and 
is now widely scattered—that took over Myron A. Wick 
as vice-president when Republic acquired Steel & Tubes, 
Inc., of which Wick was president. And it was Eaton 
who, looking around for a steel man to put the present 
Republic Steel Corp. together, took Tom M. Girdler from 
Jones & Laughlin, of which he was operating vice-president, 
in 1929. To the new job Girdler brought with him Wysor 
and White, long his associates at Jones & Laughlin. 

Mr. Girdler, his associate executives and the company’s 
directors run a 
$300,000,000 en- 
terprise which they 
do not own, except 
in relatively small 
measure, and 
which has yet in its 
career tO experi- 
ence anything 
other than depres- 
sion. 

Republic Steel's 
capitalization con- 
sists of $78,218,248 
in funded debt, 
268,621 shares of 
prior preference 6 
per cent cumulative 
convertible _ stock, 
144,276 shares of 6 
per cent cumula- 
lative convertible 
preferred stock and 
4,046,767 shares 
of common. stock. 

The common 
stock is held by some 40,000 owners, only one of whom— 
the Cliffs Corp.—owns as much as 10 per cent. We have 
here then a management which in fact was set up by a 
man—Cyrus Eaton—who never actually owned full voting 
control and who has since disappeared from the Republic 
picture—which in theory is hired by numerous scattered 
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Part of Republic’s Corrigan, McKinney plant 


stockholders at justifiably generous salaries to run the 
business for them and which, to all practical purposes, runs 
it with virtually as free a hand as if it belonged solely to 
the executives. 

To Mr. Eaton’s credit, be it said that the absentee stock- 
holders could not have done better for themselves in select- 
ing the management and probably would have done far 
worse! 

Tom Girdler—the name is not Thomas—is a_bald- 
headed, square-jawed, beak-nosed steel master of the old 
school—outspoken, energetic, hard-boiled; one of those vig- 
orous, dominant “characters,” like E. T. Weir of National, 
of whom there used to be many in steel but not so many 
now. Under Girdler men work hard and efficiently—or else. 
Mill hands may have relatively soft hours but executives 
from top down work from 8 A. M. to 6 P. M. or later. It 
was Girdler who belligerently announced to fellow steel 
men some time ago that: 

“Before I spend the rest of my life dealing with William 
Green I will settle down on my farm and raise apples and 
potatoes. We are not going to deal with the Amalgamated 
cr any other professional union, even if we have to shut 
down.” 

That remains to be seen, and more no doubt will be 
heard on the subject before stockholder headaches in the 
steel industry are ended. It is repeated here merely to 
suggest what manner of man it is who runs Republic Steel 
pretty much as he pleases but, as it happens, decidedly to 
the advantage of the diverse stockholders, so far as this 
analyst can see. 

The No. 2 executive, R. J. Wysor, is a large, strong- 
faced, youngish looking man of forty-nine—regarded by 
Republic and others as having no superior in knowledge of 
steel—who began as a chemist and metallurgist with Car- 
negie Steel in 1906, later worked for Bethlehem and Jones 
& Laughlin and, in 1929, accompanied Girdler to Republic. 
Mr. Wick, the financial man, is baldish, thin-faced, with a 
questioning look in his eyes and, usually, a furrowed 


brow. Possibly 
long association 
with Republic’s 
finances account 


for the latter char- 
acteristics. Perhaps 
not. He has put in 
thirty-two years in 
steel, many in the 
treasurer's office. 
M. M. White, for- 
ty-five, is 190 
pounds of hard- 
boiled operating 
steel boss, who be- 
gan as a steel la- 
borer in 1913 and 
by 1929 was gen- 
eral superintendent 
of the Jones & 
Laughlin Aliquip- 
pa works. 

These four men 
are introduced here 
because they are 
decidedly pertinent 
to any appraisal of Republic Steel and its future for a very 
simple reason. That reason is that neither in physical facil- 
ities nor geographical location of them is Republic so for- 
tunately situated that it can coast to easy prosperity. If it 
is to make real money in competition with steel makers who 
have one advantage or another over it in everything except 
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alloy steels and management, the driving force making that 
possible will be management. 

It has been observed above that Republic's earning power 
thus far compares unfavorably with that of various other 
“light” steel makers. Why is this? It is not because of 
heavy funded debt; for, relative to total assets and to sales, 
the Republic funded debt is not out of line with that of 
either Inland or National. 

The answer is to be found somewhere in operating costs 
—which depend chiefly on the efficiency of mills and their 
geographical location with reference to raw materials and 
markets—in the kind of steels made, in the demand for those 
kinds of steel and, finally, in the relation between demand 
and Republic’s total operating capacity. 

As to efficiency of plants—though this is a matter in which 
the lay observer cannot be fully 


costs; has added to Republic’s holdings some 50,000,000 tons 
ot iron ore reserves in Michigan and Minnesota and, finally, 
has provided an efficient sheet mill at lakeside only twenty 
miles from Detroit. 

Acquisition of Truscon Steel has likewise substantially 
strengthened Republic’s position, for Truscon is the leading 
steel fabricator in the Middle West, specializing in such 
products as doors, window frames, steel-deck roofs and 
other light building shapes. Both as a consumer of Repub- 
lic’s semi-finished steel and as an important outlet in the 
construction industry, Truscon will fit nicely into the Re- 
public picture, supplementing its Berger Manufacturing 
subsidiary’s line of such products as desks, tables, cabinets, 
shelving, lockers, special office furniture, voting machines, 
racks, and other light products. 

In construction the brightest 








qualified to pass judgment—it may 
be noted that, because of lack of REPUBLICS 
the required resources during re- 1 

cent parlous years, Republic has ' 
not been able to make capital ex- 
penditures at the rate of various 
other companies in modernizing 
facilities. Thus Republic, with a 
$201,000,000 property account, 
made capital expenditures of only 
$4,269,000 last year. Inland, with 
a property account of only $75,- 
214,000 spent $4,453,000 for bet- 
terments; and National, with prop- 
erty account of $111,480,000, 
spent for similar purposes $14,- 
930,000. 

As to geographical location of 
plants, Republic has a relatively 
large capacity in the Mahoning 
Valley, lacking Great Lakes water 1932-1933 
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outlook is in the residential field, 
especially one-family dwellings, 
Hence Republic’s lack of a stake 
in heavy structural shapes can 
hardly be counted a drawback. 
For the housing market it has the 
“Berloy” steel frame; all varieties 
of steel, copper-bearing steel and 
Toncan iron pipe; sheets for all 
sheet metal applications such as air 
conditioning ducts, flashing, gut- 
ters, etc.; corrugated sheets for 
roofing and siding; ‘“Electrunite” 
conduit; “Enduro” stainless steel 
for sinks, drainboards and decora- 
tion; nuts and bolts; nails; concrete 
reinforcing bars; Truscon - steel 
windows and doors; metal lath; 
steel-faced insulation; steel floor- 
ing systems and steel joists. 
Hence Republic will benefit sub- 
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transportation. Even relatively short 





stantially from the recovery in resi- 





railroad haulage of steel, or the raw 

materials going into it, is expensive. Comparing mills of 
equal mechanical efficiency, the cheapest steel operating 
costs today are at or near Detroit, Chicago, Cleveland, Buf- 
falo and Pittsburgh in the order named; with highest costs— 
at least as regards the major steel areas—in the Youngs- 
town-Mahoning Valley district. 

When you examine products you find Republic’s main 
capacity in bars, strips, sheets, tubular products and high 
grade alloys. Demand from the automobile industry for 
strips and sheets has accounted largely for the satisfactory 
earnings of such companies as Inland and National and 
has, of course, helped Republic; but on the face of it one 
must conclude either that Republic’s steels subject to use 
by the motor industry occupy a weaker trade position than 
those of various competitors or that the volume in such 
steels represents a smaller proportion of Republic’s total 
plant capacity than in the case of the more prosperous 
manufacturers. The first conclusion probably is debatable, 
but the second is not; for the respective operating ratios for 
1935 tell the story. Republic operated for the year as a 
whole at 54.9 per cent of steel ingot capacity. Inland 
operated at 72.6 per cent of capacity. National Steel, 
though the figure is not contained in its report, undoubtedly 
operated at a still higher rate. 

On the favorable side, Republic’s acquisition of Corrigan, 
McKinney has given it a good plant strategically located at 
Cleveland for both water and rail assembly of raw materials 
and delivery of steel products to the large markets—a plant 
with an ingot capacity of 1,000,000 tons a year. This merger 
has also provided lakeside dock facilities large enough to 
take care of much of Republic's ore traffic, thus cutting 
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dential construction—a_ recovery 
which there is reason to believe will extend over the next 
several years. 

Again, Republic is especially well adapted to the making 
of relatively high-priced, specialized steels—including alloys 
—applicable to a great variety of uses subject not only to 
substantial further expansion with the general recovery tide 
but to secular growth as well. Profit margins are larger 
here than in cheaper steels and transportation costs rela- 
tively less important. Hence, with the increased manufac- 
turing flexibility that inclusion of Corrigan, McKinney and 
Truscon make possible, Republic probably can shift a con- 
siderable proportion of its Mahoning Valley output of 
cheaper steels to lakeside plants and increasingly use inland 
plants for high-priced steels. 

It needs only to be added that conspicuously able man- 
agement in the operation of the enterprise applies not only 
to manufacturing, but to the selling organization, financial 
administration and alert research activities as well; and that 
last year’s recapitalization and improving business have 
substantially bolstered Republic’s financial position. Current 
assets as of December 31, 1935, amounted to $73,263,000, 
including cash items of $16,772,000; and current liabilities 
to only $10,962,000. 

We have emphasized able management. What should 
the general policy of an able management be in adminis 
tering Republic's affairs over the next few years? It should 
not be to pay dividends on the common stock at the earliest 
possible moment. It should be—and no doubt will be—to 
take advantage of its presently improved opportunities 
to build for the future, improving its physical facilities, 

(Please turn to page 118) 
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The Wisest Course for the 
ond Buyer 


High Price Levels for Nearly All Grades 


of Bonds Increase Investors’ Difficulties 


By J. S. WitiiaMs 


HERE have been three, not exactly selling waves, but 
selling ripples in the bond market since it established 
its record high at the end of February and beginning 

of March. In representative bond averages all the Febru- 
ary gains have now been eliminated. 

Although to the long-term investor the decline is not yet 
serious, nor does it promise to be, it does serve to call atten- 
tion to the difficulties in the way of further progress when 
the bond market becomes as high as this one. There still 
exist, of course, vast hoards of money seeking investment, 
but evidently this is no absolute guarantee that the bond 
market is to be free of reaction. More important, however, 
than the mere fact that a market apparently so well cush- 
ioned with uninvested funds can decline, is the lesson to be 
learned from the type of issues which have been hardest hit. 

In the event of reaction one would naturally expect the 
greatest declines to take place in issues of inferior grade. 
But would one expect them as in this case to melt away 
like common stocks? Although it is a matter of opinion 
how much more a second grade bond should decline than 
one of high caliber, it seems that second grades have given 
a particularly poor account 


today’s labels. Most of such issues which appear to be of 
very fair caliber (basing one’s opinion on a memory of 
yields received in bygone days) are really of a much lower 
quality. Consequently, when the market declines, these 
bonds decline considerably more than might have been ex- 
pected of them. 

Despite the recent decline and the rather unfavorable 
action of lower grade issues, and despite the fact that the 
recovery when it develops cannot reasonably be expected 
to carry bonds any material distance through this year’s 
highs, one must recognize that the fundamental situation is 
a strong one. No one, neither an institution nor an indi- 
vidual, keeps money idle long; sooner or later they must go 
out and invest it and when this time comes they are obliged 
to accept what the market affords. Today, there is a great 
hoard of idle money and willy-nilly it must find employ- 
ment. It is for this reason that prolonged decline is almost 
an impossibility, particularly so in regard to strong bonds. 

This is evident even though there be a mounting volume 
of financing. So far what has been done has barely made a 
dent in the surplus of investment funds. True, some of the 

recent flotations have drifted 





of themselves in recent 
weeks. Nor is a valid reason 
for such action difficult to 110 
find. Confronted by ever- 
decreasing return on capital 
invested in strong bonds, 
neither the individual nor 
the institution have been 
been able to bring themselves 
to completely accept the 
situation. They have striven 
for a return a little higher 
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under their offering prices. 
This, however, is more the 
result of borrowers over- 
doing a good thing, trying to 
obtain the ultimate eighth, 
rather than any basic weak- 
ness. Witness the manner in 
which the Chesapeake & 
Ohio 34s went, offered last 
week right at the height of 
the recent uncertainty. No 
railroad has been able to 
offer as long term an issue 








than the market would actu- 
ally afford and this, of 
course, has been gained only at the sacrifice of quality. All 
right once, all right twice, possibly all right the third time, 
but persisted in sooner or later such sacrifice of quality for 
income drives not only medium grade bonds to high grade 
heights, but third and fourth grade bonds as well. Such 
price levels become too alluring from a profit standpoint 
and do not hold. Thus it is that one has seen declines of 
ten or more points in bonds selling to yield between 4 
and 5 per cent—a return that labels them very fair issues. 
However, the fact of the matter is that one cannot trust 
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(sixty years) at so low a cou- 
pon rate in a long time and it shows how avidly sought are 
strictly high-grade issues whatever the return and regard- 
less of what might be happening at the time to investments 
of inferior grade. 

For the individual buyer of bonds, the situation is 
increasingly difficult. If he buys strictly high grade 
bonds, his current return is dismally small, his prospects of 
appreciation strictly limited and at the same time he runs 
an excellent chance of a loss of purchasing power over com- 

(Please turn to page 117) 
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From a Water-Color by O. Kuhler 





Opportunities Among Low-Priced 
Rails 


Five Carriers for Whom the Tide Has Turned 


By Epwin A. Barnes 


HE failure of railroad stocks as a group to record 

market gains proportionate to the advance scored by 

industrial issues over the past thirteen months has 
doubtless had the effect of obscuring to investors the en- 
couraging improvement in the position of many carriers. 
Freight traffic is at the highest level since the advent of 
recovery and earnings are making a better showing than 
it any time since 1931. 

Notwithstanding increased costs, the larger volume of 
trafic carried by Class I roads last year resulted in a 
deficit, after fixed charges, of less than $300,000 as com- 
pared with a deficit of $29,438,445 in 1934. In the first 
two months of this year total operating revenues of Class I 
carriers were up 15.5 per cent over the same months last 
year and while operating expenses were also 13.5 per cent 
greater, net operating income totalled $69,359,466 as com- 
pared with $48,236,651 in the first two months of 1935, a 
gain of nearly 44 per cent. This year the rate of return 


or. property investment has averaged 2.33 per cent as com- 
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pared with 1.61 per cent in the same‘period a year ago. 

This tendency of income to increase with greater rapid- 
ity than traffic is one which appears likely to effectively 
enhance the earning power of railroad common stocks in 
the months ahead. Even granting that many roads will 
have to apportion larger amounts for maintenance and 
repairs in order to make up the deficiency in these im 
portant items which has been allowed to accumulate through 
the late years of restricted traffic, there is scant reason for 
doubting the ability of the carriers to move a substantially 
larger volume of traffic without a corresponding increase 
in costs. The experience of the past five years has placed 
great emphasis on railway operating efficiency and _ the 
progress which has been made in that direction will not 
soon be nullified. 

Hopeful implications are to be drawn also from the 
more aggressive competitive technique which is being shown 
by the railroad industry. Attracted by lower fares, in 
creased comfort, greater speed and other innovations, pas’ 
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sengers have been made 
conscious of the advan- 
tages of railway travel 


CANADIAN PACIFIC 
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a and in the past two 
fe a eis years passenger traflic 
5o- ~ has registered increases, 





the first reversal in the 
long downward trend. 
The increase in the num- 
4 ber of passengers carried 
20}— = has been particularly no- 
ticeable in the case of 
western roads but three 
of the leading passenger- 
carriers in the country, 
New York Central, 
Pennsylvania and the 
New Haven are protesting vigorously against the cut in 
pssenger fare rates ordered by the ICC to become effec- 
ve June 1. While these roads will doubtless suffer some 
ss of passenger revenue at the outset, in the long run the 
chances that they will be more than offset by the increase 
in trafic appear sufficiently promising to justify the lower 
nates for at least an experimental trial period. 
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more definite problems which confront the carriers would 
be materially mitigated by increased traffic, and increased 
traffic is clearly indicated, or the prospect of improved busi- 
ness as it reflects itself in many industrial stocks has been 
greatly over-rated. The fact that the railroads thus far have 
lagged conspicuously behind general business recovery 1s 
in a considerable measure due to the fact that recovery to 
date has favored consumers’ goods, much of which is the 
type that can be carried in trucks. Further, a number of 
roads have been handicapped by unfavorable crop condi- 
tions and restricted plantings. Lately there have been many 
promising signs of revival in the heavy industries such as 
steel, farm equipment, railway equipment, construction, etc., 
and progress in these important fields will inevitably re- 
dound to the benefit of the railroads, for these industries 
furnish the type of freight which can be shipped to best 
advantage by rail. Current crop prospects at the moment 
are spotty but on balance, and barring unforeseen devel- 
opments, the movement of all agricultural products prom- 
ises to make important contributions to rail traffic this year. 

Conceding that this is unquestionably a speculative back- 
ground, particularly so when viewed in conjunction with 
some of the lower-priced rail shares, it is at the same time 
one from which substantial profits to the individual may 





nw and modern equipment—equipment 
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Further evidence that railway management is doing some- emerge. Also the leverage factor in railroad stocks should 
thing about their problems instead of not be overlooked. Due to the compara- 
jlindly assuming their basic importance to tively rigid nature of operating costs and 
te inviolate is the increased interest in i. te Ft the presence of substantial funded debt, 


it would require only relatively small gains 





ud rolling stock which will provide ie 


door collection and delivery service is 100 
povided in many sections of the country 
ad would have been in effect virtually 
throughout the nation had not the ICC 
kferred its approval for Eastern carriers 
-apparently heeding the vigorous pro- 
sts of independent trucking interests. 
Most of the Eastern roads, however, sup- 
jlement their regular facilities with buses 
and trucks, 

Less clearly defined than the economic 
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in operating revenues, once they have 
reached a level sufficient to cover these 
fixed items, to produce a marked increase 
in per-share earnings. 

The five issues herein discussed have 
been selected as logical contenders for 
speculative consideration, and with the 
benefit of further improvement in the 
railroad prospect, as offering interesting 
possibilities for profit. 

The results of Missouri-Kansas-Texas 
1 for the first two months this year were in 
marked contrast to those of a year ago. 
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apects of the railroad situation is the legis- 
htive outlook. A number of bills have 
wen presented at the present session of Congress, which 
with few exceptions would add so much to the cost of 
nilroad operation that their passage would inevitably make 
Government ownership and subsidy a necessity. These bills 
include legislation reducing the hours of railway labor, 
tfining the size of train crews and the Wheeler-Crosser 
till which aims to effectively bar consolidations, etc., unless 
it could be demonstrated that no loss to labor would ensue. 
While it now seems unlikely that any of the more radical 
kgislation will be enacted at this session, the presence of 
these bills is sufficient to dampen the public interest in 
railroad securities. 

It is still doubtful whether the ICC will extend the 
emergency freight rate surcharges on various classes of com- 
nodities beyond their expiration date, June 30, next. The 
‘onvincing case which the railroads are able to present in 
lor of doing so, however, carries hopeful implications. 
The restoration of the full 10 per cent wage cut was com- 
pleted last year and will be in full force throughout 1936. 
In addition pension and social security obligations will 
st around $65,000,000 annually. Moreover, from ob- 
etving the effects of the surcharges over the past nine 
nonths, losses of traffic to competing mediums as a result 
appear to have been insignificant. 

In the final analysis, and even admitting the presence of 
isturbing elements in the railroad prospect, most of the 
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Gross revenues increased about $738,000 
and despite higher expenses operating in- 
come totaled $122,000 as compared with an operating deficit 
of $473,000 a year ago. According to President Sloan rev- 
enues in the first three and a half months this year were 20 
per cent higher than the same period a year ago, and he pre- 
dicted that the road will earn its fixed charges in 1936 for the 
first time since 1931. Last year, fixed charges, exclusive of 
adjustment bond interest were less than 60 per cent covered. 

At no time during the late period of restricted earn- 
ings has there been any question of “Katy’s” solvency. 
Last year the road bor- 
rowed about $2,300,000 
from the RFC to 


replenish working capi- 





SOUTHERN Ry, 
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tal and recently the 600p- J 
road showed more than aoe — 
$5,000,000 in working 500 —a 
capital and cash of over - 

$4,300,000. The road |Z°°° 

has no bank loans and = [5309 

all equipment trust obli- g 
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gations have been re- 
tired. The R FC loan is 
not due until 1938, but 
recently it has been in- 
timated that this loan 
may be reduced by some 
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$1,000,000 sometime in the near future. 
Revenues last year, notably in the final 


ILLINOIS CENTRAL 
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operating revenues of the road showed ay 
encouraging gain, the total of $19,341, 
430, comparing with $17,736,882 in the 





half, were enlarged by the greater move- 





ment of bituminous coal, automobiles, 600 


same months of 1935. Net railway oper. 





building and miscellaneous manufactured 


ating income this year amounted t 





products, while shipments of wheat, gaso- 


$3,381,225 as against $2,888,883 a year 





line and livestock were lower. Recent 
reports of drought conditions have cast 
some doubt on the prospective wheat crop 
in the Southwest this year, while, on the 
other hand, prospects favor a larger move- 
ment of cotton and livestock. It is also 
probable that petroleum, building and 
manufactured products will score impor- 
tant gains. These estimates are supported 
by improved conditions generally in the 
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ago. Prospects for the balance of th 
year are favorable for a larger movement 
of merchandise and miscellaneous prod. 
ucts and the road’s natural advantages a 
a trunk line between the Great Lakes and 
the Atlantic Seaboard should prove bene. 
ficial. 

Although the financial position of Eri 
could stand considerable improvement, cur 
rent resources appear sufficient to meet 
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territory traversed by the road’s lines. 

Capitalization of Missouri-Kansas-Texas is conservative. 
Funded debt approximates $106,000,000, including $13, 
577,567 adjustment bonds but exclusive of the R FC loan; 
preferred stock is outstanding in the amount of 666,729 
shares; and the common shares total 808,939 shares. At 
the end of last year accumulations on the adjustment bonds 
totaled $678,578, and accumulated back dividends amounted 
to $31.50 a share on the 7 per cent preferred stock as of 
March 31 last. There is slight likelihood that any attempt 
will be made this year to discharge any part of either of 
these two items. The road, however, has no maturities earlier 
than 1962, finances are adequate and with the probabilities 
this year weighing heaviest on the favorable side, both the 
preferred at 20 and the common at 8 have speculative appeal. 


Erie 


Last year Erie came within less than $1,000,000 of earn- 
ing all fixed charges. In 1934 the road covered all but 
$601,034 of fixed charges. The 1935 showing of the 
road, however, was better than a simple comparison of the 
two years would indicate. Notwithstanding a decline of 
more than 1,350,000 tons in the amount of anthracite coal 
moved by the road, as well as traffic losses in such other 
items as domestic fruits, grains, live stock and sand and 
gravel, gross revenues totaled $75,126,702 compared with 
$75,064,122 in the previous year. Higher wages added 
more than $2,600,000 to operating revenues and flood re- 
pairs cost the road $450,000. As a result operating income 
was off about $460,000. Freight surcharges, of which the 
road had the benefit of for some nine months last year, 
contributed $2,059,433 to total revenues. It is thus ap- 
parent that the road is vitally concerned in the attitude 
of the ICC toward the extension of these surcharges. 

The territory served by the road’s 2,300 miles of track 
is predominantly industrial, in which circumstances the 
road may be credited with a fairly good 


a all requirements and no important maty 

rities are imminent. The common stock at 12, and the firs 
preferred at 18, possess speculative merit and while greater 
emphasis must be given to longer range possibilities, both 
issues should participate generously in any general upward 
movement in rail shares as a group. 


Illinois Central 


This year has witnessed a persistent upturn in the reve 
nues of Illinois system, with indicated return for March the 
largest for any month thus far, larger in fact than any 
month last year, with the exception of October. Moreover, 
the road this year did not have the benefit of the heavy 
movement of coal which occurred in March, 1935, in 
anticipation of a coal strike on April 1. Net operating 
income of around $3,250,000 for the first three months of 
the current year was some $600,000 more than reported 
for the similar period last year, and while increased oper 
ating costs and accruals for Social Security have absorbed 
a considerable part of the larger gross, the indicated ne 
loss after charges in the first three months was $870,000, 
or about $600,000 less than for the same period a yea 
ago. Several factors are present to suggest that this im 
proving trend will be projected into the ensuing months 
Primarily, of course, improved business generally in the 
territory served by Illinois Central may be counted on and 
this factor should be augmented by increased plantings of 
cotton, larger lumber shipments and further gains in the 
number of passengers carried. 

The road has not fully covered its fixed charges in four 
out of the past five years. Finances, however, are comfort 
able, with current assets of $35,000,000 as against current 
liabilities of less than $21,000,000. For the purpose o 
meeting the maturity of $8,000,000, 64 per cent notes 
maturing on July 1, the road proposes to borrow $7,449,667 
from the R F C, making up the balance out of current funds 

Including the latter amount, indebtednes 





showing under the burden of depression 
influences. Erie, however, was compelled 
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to the R FC will total $25,200,000, which 
the road is seeking to extend to July |, 
1941. 





to seek the financial aid of the R FC and 


at the end of last year such loans totaled 


Capital structure of Illinois Central % 





$16,577,311. These loans bear interest 


heavily unbalanced on the side of funded 





400 
at 4 per cent and are some 200 per cent 


covered by deposited collateral. Funded 2 
debt of Erie is outstanding in the amount io 
of $267,080,220, followed by 479,000 |$ 
shares of first preferred stock and 158,570 2200 


shares of second preferred. The 4 per 
cent dividends on both classes of pre- 
ferred are non-cumulative. Outstanding 
common amounts to 1,511,067 shares. 
Aided by the heavier movement of coal 
in the first three months of this year, 








1934 








1935 


debt which total about $180,000,000 and 
accounts for around 70 per cent of the to’ 
tal capitalization. There are only 186,457 
shares of 6 per cent non-cumulative pre 
ferred stock outstanding and 1,357,995 
shares of common stock. Although th 
service requirements on such a large it’ 
debtedness have placed a heavy burden 
on the road during recent years of tt 
stricted traffic, the capital setup is sud 
(Please turn to page 120) 
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Management and Marketability 


Both are Important, of Course, But 


the Greater of These is Management 


T has been generally assumed— 
and with considerable justification 
—that a widely distributed stock 
was to be preferred over one which 
was closely held. The advantage of 
the former lies in the greater market- 
ability which permits it to be readily 
sold should it be necessary to raise 
cash on short notice. At the same 


By J. C. CiiFForp 





In these days of thin markets we 
are frequently asked: Which is 
better, a closely held company or 
one whose ownership is broadly 
distributed? This article is our 


have been as widely distributed among 
the “little fellows” as this one. Al- 
though admittedly something of an 
exception, and that many of the things 
done with Radio in bygone days are 
now outlawed under recent legisla- 
tion, nevertheless it shows that wide 
distribution has not always prevented 
manipulation in the past and one may 








time, certain advantages accrue to answer. 


the corporation itself. The more 


suppose that it will not always pre- 
vent it in the future. 
Likewise, there are exceptions to the 





widely distributed a company’s own- 
ership, the better known it will be 
and, other things being equal, the better its credit and the 
more will stockholders extol the merits of its products by 
word of mouth. 

On the other hand, closely held issues are supposed to 
be subject to violent fluctuations in price, to be almost un- 
salable during a time of market reaction and to lend them- 
selves easily to manipulation. Yet, is it altogether valid to 
develop a general rule from these contentions, logical as 
they may seem? 

It must be admitted that if marketability were the only 
consideration it would be preferable to own a stock with a 
relative high degree of this quality, but in itself mar- 
ketability will not make an issue a desirable holding. In 
the first place, it is to be remembered that there is usually 
a charge for ease of disposal; a listed security, whether it 
be stock or bond, almost always sells on a higher basis 
than an equivalent security traded over-the-counter. Un- 
doubtedly there are times when the premium asked for 
marketability is excessive and the long-term investor so 
situated where he can discover all pertinent facts often 
will find that he can do better outside regular exchanges. 
Secondly, and more important, it does not always follow 
that the advantages claimed for widely held securities will 
apply to any particular issue; nor does it follow necessarily 
that the disadvantages said to pertain generally to those 
closely held will in actuality affect every closely held issue. 

For example, an excellent case could be made to show 
that stocks widely distributed among uninformed holders 
are more likely to be manipulated than those whose own- 
ers know more about true values. One might cite as an 
illustration the Radio Corp. of the boom-time days; tipped 
throughout the country and enjoying publicity in the finan- 
cial pages of every newspaper. During this glamorous 
period it would be no strain to imagine that there were five 
or six different pools working in Radio at the same time 
and that as soon as one liquidated another sprung up to 
take its place. Few stocks ever had a broader market, or 
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general rule in closely held stocks. We 
all know, of course, of the stocks of companies which are 
dominated by a stock-conscious management where salaries 
are excessive and where dividends are declared only because 
it suits the personal pocketbooks of the management to 
declare them—in other words, where management runs the 
company solely for its own ends. However, the investor 
should not be too eager to pass adverse judgment upon 
seemingly high salaries or meager dividends. This is par- 
ticularly true in regard to the matter of dividends; it is 
often better for the stockholders themselves in the long run 
to build up the company and retire debt rather than to 
initiate dividends as soon as possible. This is the course 
being followed by the du Pont-dominated U. S. Rubber 
and no fault can be found with it. 

Nor can fault be found with several other companies even 
more closely associated with family management. 

There is the Beech-Nut Packing Co., for example, a com- 
pany dominated by one family. Here salaries are not exces- 
sive; the highest paid officer receives less than $25,000 a 
year. Various members of the management are big stock- 
holders, of course, and receive a big dividend income, but 
it is no more relatively than the outside stockholder re- 
ceives. Again, Sun Oil is another closely-held, family-domi- 
nated organization, but no one could maintain that the 
outside stockholder here was not being given a fair deal. 

As for manipulating the stocks of such companies: can 
you imagine any group booming the stock of Beech-Nut, or 
the stock of any other company whose management has a 
similar sense of responsibility, to a price out of all relation 
to intrinsic value? Why, there would be violent protests 
to the stock exchanges; public bodies would be spurred to 
investigate; to say nothing of the fact that the manage- 
ment of the company itself probably would take direct 
counter-acting measures by selling the manipulators more 
stock than they could comfortably handle on the way up; 
or, if it was a bear pool, by absorbing everything that was 

(Please turn to page 124) 
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Among the Companies 
Whose First-Quarter 
This Year Was Better 

Than 1935 


Company 
Allis-Chalmers........... 
Atlantic Refining ......... 
Atlas Powder............ 
Bendix Aviation.......... 
Borg Warner............ 


Commonwealth & Southern 
Continental Oil.......... 
Corn Products Refining. . . 
Crosley Radio........... 
Du Pont de Nemours..... 
Electric Auto-Lite........ 
General Electric......... 
General Foods........... 


Hercules Powder......... 
eee 
Loose-Wiles............. 


National Biscuit.......... 
Norfolk & Western....... 
Otis Elevator ............. 
See 
Penick & Ford........... 
Phillips Petroleum....... 
Southern Calif. Edison .... 
Standard Brands......... 


Westinghouse Air Brake . . 
Westinghouse Electric... . 
Youngstown Sheet & Tube 


First First 
Quarter Quarter 

1936 1935 
$0.56 def 
.74 def 
1.01 0.48 
41 .38 
1.34 1.15 
1.20 92 
2.65 2.12 
1.64 1.10 
03 .01 
45 .20 
93 .67 
1.26 57 
2-21 85 
65 52 
.25 19 
wT 64 
1.17 .68 
1.12 1.05 
54 .32 
68 .58 
1.03 96 
39 .22 
5.13 3.07 
.16 Nil 
.08 def 
1.05 73 
76 37 
46 10 
.29 22 
.83 59 
25 21 
Nil def 
16 def 
1.40 87 
1.40 def 


Among the Companies 
Whose First-Quarter 


This Year Was 
Below 1935 
First First 
Quarter Quarter 

Company 19. 1935 
Acme Steel.............. $1.19 $1.88 
Archer-Daniels-Midland . . .65 .92 
Bohn Aluminum......... .95 1.57 
Briggs & Stratton........ 1.07 1.19 
Briggs Manufacturing..... 1.29 1.67 
Cons. Edison of New York. .88 .97 
Houdaille-Hershey....... . 63 1.01 
Eafjand Steel............. 2.864 2.05 
Mathieson Alkali......... .30 .37 
Motor Products.......... .70 75 
Bae Nil .89 
Procter & Gamble........ .59 .60 
Republic Steel........... Ni) .46 
Schenley Distillers....... 1.46 1.51 
Stewart-Warner.......... 34 .40 
Timken Roller Bearing. .. . 85 .98 
Wheeling Steel.......... Nil 94 
OS err ee .78 91 




















For Profit 


First Quarter Earnings 
Generally Higher 


Steel companies’ showing very mixed 
for the first quarter; specialists in light 
steels which for long were the only 
profitable division begin to fall behind, 
while heavy steels take the lead. With 
recently enlarged light steel production 
facilities, tendency expected to con- 
tinue. Many motor accessories 
show that they have had a hard time 
maintaining profits at the 1935-level. 
Introduction of new models last fall 
has had something to do with this and 
the comparison between the second 
quarter this year and the second quar- 
ter of last should be more generally 
favorable. . . . In contrast to this were 
the large gains made by the big auto- 
mobile companies proper. . . . Oil com- 
pany reports not fully representative, 
but those available show quite a dis- 
tinct improvement for this year. 
Liquor company earnings lower: going 
to be plenty of competition here before 
the industry is fully stabilized. 
Chemicals and electrical equipments 
continue their gains: no signs of a 
reversal for these two groups. . . . Un- 
fortunate situation affecting profit mar- 
gins in building materials confirmed by 
disappointing showing in this field. 
This, however, is something that should 
be corrected as building volume mounts. 
. . . Prospects much improved for the 
processors of corn, a situation confirmed 
by the first quarter’s showing. 


* * * 


Today's Thin Markets 


One of the results expected of the 
Securities laws was that they would 
narrow markets and there is no ques- 
tion but that events have borne out 
the correctness of this expectation. To- 
day’s markets are thin, neither bids nor 
offers are in abundant supply. It has 
been common experience recently for 
the ticker to print bids and asks on nor- 
mally active stocks with spreads of two 
to three or even seven points. Special- 
ists are said to have reported to ex- 
change authorities that there have been 
times when virtually no bids existed for 
stocks of the market leader type. The 
reason for this thinness appears to lie 
in the prohibition of pools, the uncer- 
tain status of “support” orders and in 


that officers and directors are liable 
to stockholders for short-term profits, 
For the investor and trader the situa. 
tion waves a clear warning: in a mar. 
ket so subject to wide fluctuation it is 
more hazardous than ever to become 
over-extended. Nor must the individ 
ual feel that because he is obliged to 
put up so much margin under the new 
regulations that he is safe in the event 
of decline. The degree of protection 
he possesses lies not abstractly in the 
amount of his margin, but the extent 
of decline he can experience without 
being called for more. In other words, 
for practical purposes a man with 55% 
margin who will be called for more 
when his equity hits 50% has less 
protection than one who only put up 
30% originally but whose broker will 
not demand more until the equity hits 
20%. Individuals might do well to get 
a clear-cut statement of what policy 
their brokers propose to follow in the 
event of market decline. 


* * * 


Motion Pictures 


The Government anti-trust suit 
against the big motion picture com: 
panies has been settled by the compa: 
nies retreating. Although compara: 
tively unimportant to the stockholders 
of the various companies concerned, an 
interesting feature of the suit was the 
disclosure of production statistics for 
the principal producers in the field. 
They follow in part: 


PRODUCTION OF FIRST-CLASS FEATURES 


(Season August 1 to July 31) 
1935/1936 1934/1935 


Company 

PMERINOUNE 6c ook oc siccies 65 52 

aa ee ee 58 45 
SEO EIS Bovcteiatt (era's olere 54 48 
NMED es eee ea intra iaia cs Gate 61 44 
Jo, aS Ss aes 42 42 
DUMONT fois = os ira orp 15 MUG 6 40 37 
PEI oS ea 'a elses oie 36 36 
United Artists ......... 20 24 

* * * 


Machine Tools About to Forge 
Ahead 


Last month witnessed an upswing in 
machine tools which is expected to 
gather momentum during May, June 
and July. Currently, inquiries are very 
numerous and compare not unfavorably 
with the peak year, 1929. Not only 
is the automobile industry in the mar- 
ket for machine tools in preparation 
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for 1937-models which will make their 
appearance next fall, but a wide range 
of miscellaneous sources are becoming 
interested. The automobile industry 
tends to run in two-year cycles—little 
changes in model one year, substantial 
changes the next. This year’s cars are 
but slightly altered from those of last 
and, if precedent should be followed, 
1937-models will be the ones showing 
considerable change. This factor alone 
should result in a degree of prosperity 
for the manufacturers of machine tools. 
It needs only a pick-up in the export 
business—which in machine tools is 
normally about as important as the do- 
mestic business but which today is ac- 
counting for little more than 10% of 
the total—to place the industry upon 
the flood-tide of prosperity. 


* * * 


Insiders Sell 


There was recently issued by S E C 
a report on the security transactions 
of officers and directors during March. 
As was the case for February also, the 
latest report showed that insiders were 
predominantly sellers of stock. There 
has not yet been time to compile data 
on the subject of whether or not insid- 
éts are usually shrewder than the gen- 
etal public, so that the latest report 
tan not be held to have any special 
significance. It is, however, interesting 
to note from time to time the attitude 
being taken by industrial leaders. 


* * * 


Good News for Airplane Builders 


In the face of all that has been said 
in a semi-official capacity about the 
Government taking over all munition 
business, it is refreshing to note that 
the House committee on appropriations 
recommends that the Government stay 
away from airplanes and engines. The 
committee inserted in the Naval appro- 
priation bill a clause which barred the 
Federal Government from manufactur- 
ing airplanes, other than primary train- 
ing planes of the simplest type, and 
barred the manufacture of engines alto- 
gether. The committee contends that 
the Government will save money by 
Pursuing such a course and that it 
would save more by getting out of the 
airplane business completely. Inciden- 








and Income 


tally the benefit to the aircraft builders 
who have lived in trepidation over Gov- 
ernment competition, should be notable. 


* ££ ¢ 


Still Sniping Holding Companies 


So much New Deal legislation has 
been aimed at the elimination of the 
holding company that it is a wonder 
that there are any alive today. The 
latest blow is contained in the new tax 
bill which has to do with undistributed 
corporate profits. The bill provides that 
a company receiving 80% or more of 
its income from dividends shall receive 
no tax exemption if it passes along these 
dividends to another company should 
the recipient of the dividends own 50% 
or more of the disbursing company’s 
stock. This is the way it would work: 
suppose an intermediate holding com- 
pany receives $1,000,000 in dividends 
from its operating subsidiaries, then it 
would be taxed 4214% of this sum if 
it were paid to another holding com- 
pany. This would leave $575,000 for 
the second holding company. If the 
second holding company were con- 
trolled by yet another holding company, 
the $575,000 would be taxed another 
42'4%—and so on, progressively. The 
companies most affected will be those 
of the type of North American, Elec- 








Wide World Photo 


tric Bond & Share and American 
Water Works & Electric. 


* * * 


The Money Glut 


Investors are being reminded con- 
stantly of the difficulties in the way of 
employing money at a satisfactory rate 
of return. There was one such re- 
minder the other day when the Youngs- 
town Sheet & Tube Co. announced 
that holders of its first mortgage “A” 
and “B” bonds, called for redemption 
July 1 and October 1, respectively, 
could obtain their money immediately 
with full interest up to the call date. 
This means that holders of the “A” 
bonds are being presented with about 
two months’ interest and holders of the 
“B” with about five months’ interest. 
In the old days the company could 
have put the money out on call where 
at one time it would have earned well 
over 6%—and 6% on $80,000,000, the 
amount of the bonds being called, runs 
up to real money remarkably quickly. 


xe x * 


Gold Stocks to the Fore Again 


There has been renewed interest in 
the gold stocks recently. It appears to 
be the result of a revival of inflation 
sentiment. There have been many 


straws pointing in this direction, lately. 
Among them is the fact that the pros- 
pective Federal deficit for the current 
fiscal year will fall just short of a stag- 
gering $6,000,000,000-total, the indica- 
tions that a vote cannot be avoided on 
(Please turn to page 126) 


Government barred from building naval planes. 











INGERSOLL-RAND CO. 





Compresses Air and Expands 
Profits 


Rising Activity in Mining, Building and Heavy 


Construction Brightens Company’s 


Outlook 


By Puiu Dosss 


HE difference between a com- 
pany in the consumers’ goods 
field and one in producers’ 

goods is that depression for the 
first is primarily a question of profit 
margin, while for the second this is 
hardly a depression problem at all 
for the virtual disappearance of its 
business leaves it nothing on which 
to figure a profit. In the depths of 
depression there was no material 
falling off in the demand for food- 
stuffs, clothing and tobacco: it was 
in construction, in steel and other 
metals that the real decline in de- 
mand took place. Similarly, re- 
turning prosperity is primarily a 
matter of recovery in producers’ 
goods, while the consumers’ goods 
field goes along pretty much as it 
always has. 

That this is a situation which 
can be, and is expressed in terms of 
stock prices was brought out in the 
last issue of this magazine. Stocks 
of companies in the consumers’ 
goods field were shown to have lagged markedly behind 
those catering to producers’ goods. Thus, if one subscribes 
to the belief that the return to prosperity is hardly as yet 
under way, more investment opportunities will be found 
among companies in the latter category than elsewhere. 
And few will be found to be better situated fundamentally 
to take advantage of further recovery in the “heavy” field 
‘than Ingersoll-Rand. 

Compressed air equipment is this company’s main line; it 
makes the compressors themselves, oil and gasoline motors 
to run them and a broad list of drills and pneumatic equip- 
ment generally. It is an important manufacturer of diesel 
engines and produces diesel-electric locomotives, the elec- 
trical equipment being supplied by General Electric. In- 
gersoll-Rand also caters to the air conditioning and refrigera- 
tion field. 


#00 





Mining, quarrying, tunnelling, 
construction and road-building offer 
the company the main outlets for 
its products. Wide gains have 
been made in these fields and fur 
ther expansion is expected. The 
demand for copper and other non 
ferrous metals has increased great 
ly; iron ore shipments during 1936 
will be the highest in years. New 
subways and river tunnels in th 
New York district and elsewhere 
proceed apace. Privately financed 
heavy construction lags, but 
Boulder dams, Tennessee Valley 
Authorities and the dozens of other 
projects financed by the Govern: 
ment are offsetting factors. As for 
road-building and __ re-surfacing, 
this is being carried out on a most 
intensive scale throughout the 
whole country. 

All this contributes to Ingersoll: 
Rand’s pocketbook. Nor must is 
be thought that the company is in 
any way solely dependent upon 
what happens in the United States, for the business is in 
ternational in scope. Mining activity in Peru or Africa, 
road building in India, construction in the Malay States, an 
irrigation project in Australia, is all potential business to 
Ingersoll-Rand. This is not to say, of course, that the 
company is a world monopoly and that anyone who wants 
to mine or build something anywhere in the world must buy 
Ingersoll-Rand equipment or do the job by hand. It does 
mean, however, that Ingersoll-Rand maintains offices in al’ 
most every important country of the world and that as soon 
as it is noised around that there is a project contemplated 
that might require a Diesel, a pump, or pneumatic treatment 
of any sort the company’s local representative gets busy 0 
see if he can supply the needed equipment. 

Ingersoll-Rand is a New Jersey corporation. It was 
formed more than thirty years ago as a merger between 
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the Rand Drill Co., its subsidiary, the Imperial Engine Co., 
and the Ingersoll-Sergeant Drill Co. A year or two later, 
the entire capital stock of the Imperial Pneumatic Tool Co. 
was acquired, together with a majority interest in Canadian 
Ingersoll-Rand Ltd. The American company controls also 
Ingersoll-Rand Ltd. of England. The organization operates 
four plants in this country, at Phillipsburg, N. J.; at Easton, 
Pa; at Painted Post, N. Y.; and at Athens, Pa. The 
Canadian subsidiary has a plant at Sherbrooke, Quebec, 
while the English company’s plant is located in Manchester. 

The financial history of Ingersoll-Rand is enviable and 
marked by no small measure of conservatism. In only one 
year (1932) since 1920 has the company failed to show an 
cperating profit and in only two years over the same period 
has it failed to show a balance for its common stock. Cash 
dividends have been paid in every year since 1910, while 
sock dividends have been numerous. There was a 100 per 
cent stock dividend in 1922 and a 10 per cent stock divi- 
dend in 1923; in 1925 the common stock was changed from 
$100 par value to no par value and four new shares were 
jsued for each share of old stock outstanding. 


Strong Financial Position 


Despite what were undoubtedly very satisfactory dis- 
tributions from a stockholders’ standpoint, Ingersoll-Rand 
entered the recent depression with an earned surplus not 
far from $17,000,000. Nor was this like some surpluses, 
in the form of plant and equipment unavailable to the 
sockholders; it was a surplus offset on the asset side of the 
balance sheet by $6,000,000 in cash, $8,000,000 in United 
States Government securities and $5,000,000 in other 
securities. 

Because the company never had to worry about bonds 





ad mortgages, this formidable financial position stood the 
stockholders in good stead during the lean years. There 
was never any question as to the safety of the preferred 
dividend and even in 1932 the common was paid $2.50 a 
share and in 1933 $1.50 a share. One might well ask how 


such a satisfactory showing could have been made had the 
company been obliged in the good times—in accordance 
to pay out as they were 





with our New Deal's present idea 
earned the greater part of profits. 

The sole capitaliza- 
tion consists of 25,255 
thares of 6 per cent 
preferred stock of 
$100 par value and 
1,000,000 shares of 
common stock of no 
par value, of which 
the company holds in 
its own treasury 25,- 
870 shares, making 
the number outstand- 
ing with the public 
974,130shares. Today, 
the surplus is natural- 
ly not what it was, for 
not only were un- 
earned dividends dis- 
tributed during the 
worst of the depres- 
sion but as business 
fecovered common 
dividends were raised 
faster than the gain in 
earning power. For ex- 
ample, in 1934 $2 ex- 
tra was paid in addi- 
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Boulder Dam—Projects such as this cause big demand for 
Ingersoll-Rand equipment 





tion to the regular $1.75 a share, while earnings were 
equivalent to only $2.97 a share on the common stock. Last 
year, with earnings equivalent to $3.50 a share, the company 
distributed a $3 extra at the year end in addition to regular 
quarterly dividends that had totalled $2 for the period. 

Nevertheless, despite all this, and despite the fact that 
a $17,000,000 earned surplus had dwindled to little more 
than $3,000,000 by the end of 1935, Ingersoll-Rand’s cur- 
rent financial strength is revealed as almost unimpaired. 
The balance sheet as of December 31, 1935, showed more 
than $4,000,000 in cash and $8,000,000 in the obligations 
of the United States Government. Current assets totalled 
more than $26,000,000 against which there were current 
liabilities of less than $3,000,000. 


World-Wide Connections 


Ingersoll-Rand is closely associated with W. R. Grace & 
Co. of world-wide export, import, banking and general 
business fame. George Doubleday, the company’s president, 
is a director of W. R. Grace & Co. Ingersoll-Rand’s first 
vice-president is W. R. Grace, while J. P. Grace sits on the 
board of directors. Because its securities are unlisted and 
because the average American takes little interest in any- 
thing outside his own country, Ingersoll-Rand’s tie-in with 
W. R. Grace @ Co. will not appear of any great signifi- 
cance. It might be noted, however, that this is the Grace 
of the Grace Steamship Lines operating out of New York 
to the West Coast of South America, it is the Grace of 
the Grace Bank and the Grace of the Pan-American Grace 
Airways. Also to be noted is the fact that W. R. Grace & 
Co. has an office in almost every center better than a village 
throughout the countries on the West Coast, that it operates 
sugar plantations, cotton mills, wharves, docks and lighter- 
age facilities—in a word, W. R. Grace is the “big shot” 
cf West Coast communications, trading and banking. 
Finally, to be filed away among scraps of more-or-less per- 
tinent information is the existence of a Grace Brothers & 
Co. Ltd. of London, Manchester, India and elsewhere and 
that you can step into most of Grace's offices and order 
anything from ladies’ wooden heels to locomotives, steel 
girders or Chinese firecrackers. And if you do, the chances 
are that it will be ordered through one of Grace’s own 
offices no matter from 
what part of the 
world the stuff has to 
come. Ingersoll-Rand, 
of course, has its own 
foreign organization, 
but there is a valuable 
supplement in Grace's 
co-operation. 

Today, Ingersoll- 
Rand business appears 
to rest upon firm 
fundamentals. Busi- 
ness is quickening 
throughout the world 
particularly in the 
heavy industries; min- 
ing, road-building and 
heavy construction 
call for all varieties of 
air hammers, pneu- 
matic drills, compres- 
sors and other tools 
and equipment, in 
which the company 

(Please turn to 
page 127) 
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ire Companies in More 


Favorable Position 


Price and Earnings Outlook Improve 


By Munro E. MarsHa tt, Jr. 











O the strong re- i oa an appreciable increase 

cuperative pow- ; ; , in the life of a tire 

ers of the auto- | Leading Tire and Rubber Companies through improved man- 
mobile industry, many _— antes ufacturing technique. 
another major industry Sales* PerShare = Recent Divi- It has been estimated 
is heavily indebted for SS a a a that there are as many 
contributing a greater PRORTORS hos. veccccs 164.9 136.8 0.12 40.51 25 None as 185,000 retail outlets 
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ment during the past ee eee 121.7 99.1 1.63 (0.71 28 1.20 | this excess may be ap 
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tality, however, has | *$1,000,000. d-deficit. | automobiles and trucks 
thus far failed to no- | registered in the United 
ticeably rejuvenate the —— States, total shipments 











rubber tire industry. 

Closely identified with the automobile industry, the manu- 
facturers of tires and tubes, nevertheless, have been handi- 
capped by adverse conditions exclusively their own prop- 
erty. 
The tire industry is one of a handful of others similarly 
situated which require that the principal factors governing 
their operations be in almost precise balance to insure 
. profitable operations. Any adverse change in raw material 
costs, manufacturing costs, retail prices or demand is virtu- 
ally certain to take a heavy toll of earnings. This situa- 
tion is responsible for the widely fluctuating earnings and 
financial casualties which have featured the industry in the 
past. 

At this time, however, there are definite indications that 
the necessary economic balance for the industry is an 
imminent possibility, an achievement which would enable 
the leading tire makers to take up the pace of recovery in 
a more convincing fashion. 

Profits in the tire industry last year were restricted by 
frequent and prolonged price wars among retailers during 
important selling periods. In an attempt to avoid a repeti- 
tion of these costly practices this year, leading manufac- 
turers have taken defensive co-operative action by eliminat- 
ing secret discounts and otherwise attempting to bring some 
semblance of order to the chaotic competitive situation. 
This phase of the situation, while not the only one with 
which the industry has to cope, is the most frequently dis- 
turbing. 

Competition has been intensified by an increase in the 
number of retail outlets to uneconomic proportions plus 
the marked decrease in annual consumption as a result of 
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of tires last year totaled 
only 47,500,000 units or less than two tires per car. In 
1928 and 1929 the market absorbed about 70,000,000 tires 
annually and retail outlets were estimated at 75,000. With 
more outlets and less demand it is little wonder that com 
petitive evils have been rife. The manufacturers themselves 
are attempting to aid the situation, but real improvement 
will not be assured until the overcrowded condition is 
remedied. That day will be hastened if the practice of 
granting secret discounts, rebates and allowances continues 
to be outlawed. 

The two principal raw materials entering into the manv 
facture of tires are crude rubber and cotton fabric, with 
the former particularly having been responsible for drastic 
fluctuations in the earnings of the tire companies. A col’ 
lapse in crude rubber prices leaves severe inventory losses 
in its wake. Declines in the price of crude rubber between 
1929 and 1932 were particularly acute, and in the latter 
year, with crude selling at 2% cents a pound most of the 
leading tire manufacturers availed themselves of the oppor’ 
tunity to acquire large low-cost inventories. Since June, 
1934, efforts to strengthen the statistical position of crude 
rubber through the medium of the International Rubber 
Regulation Committee have been attended with better 
judgment and success than most commodity control schemes. 
Crude rubber is currently quoted around 16 cents a pound. 
The recent action of the Committee in raising the export 
quota of leading rubber-producing countries from 60 to 6) 
per cent of the base figures should have the effect of fore’ 
stalling a sharp advance in prices and at the same time 
bring about a further reduction in world stocks. During 
the past six months crude rubber prices have risen 40 pet 
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cent and above 16 cents substitutes and reclaiming activi- 
ties would be encouraged, suggesting that the latest move 
of the Committee is in the best interests of all concerned. 
With respect to cotton, the other important raw material, 
the abolition of A A A and processing taxes meant an im- 
portant saving to tire manufacturers. 

Notwithstanding the higher prices for crude rubber and 
increased taxes and labor costs, tire prices have until re- 
cently remained virtually unchanged. On May 4, leading 
manufacturers in Akron announced an advance in prices 
on all lines of tires, ranging from 5'4% to 13%. The con- 
structive implications of higher prices cannot be denied, 
but until the new schedules have survived the test of the 
spring selling season they are in the nature of a threat not 
only to the delicate retail situation but they may also en- 
courage increased demands on the part of labor. Only 
recently Goodyear settled a five-week strike and two other 
major producers have threatened the removal of their plants 
from Akron to avoid labor troubles. Doubtless, because of 
the unseasonable weather earlier this year, most tire dealers 
have substantial stocks on hand and might conceivably at- 
tempt to move them more readily by lowering prices. An 
extensive price war at this time would adversely alter the 
favorable prospect for the entire industry. 





Outlook Summarized 


In summary, therefore, it is probable that prospective tire 
sales this year will at least be on a par with 1935, perhaps 
moderately higher. The degree of improvement in earnings 
will be determined by the extent to which price wars and 
unstable retail conditions are avoided. Given smooth sailing 
in this division of the industry, leading tire companies could 
readily show earnings 
which would compare 
very favorably with 
the mediocre results 
of recent years. The 
rise in tire prices, if 
maintained, will of 
course further aug- 
ment profits. 

For 1935, the net 
sales of the four lead- 
ing tire companies ag- 
gregated $5 33,000,000 
as compared with 
$445,000,000 in 1934, 
with individual gains 
ranging from 14 to 
22 per cent. Of the 
four leading com- 
panies, Goodyear re- 
ported the largest 
sales volume, $164,- 
863,000. It is the 
company’s boast that 
for more than twenty 
years more people have ridden on Goodyear tires than any 
other kind. In addition the company manufactures an 
extensive line of rubber goods, including industrial belting, 
hose, rubber flooring, airships and balloons. Moreover, the 
company manufactures a large part of its cotton fabric 
requirements and owns about 90,000 acres of rubber planta- 
tion property. 

The company’s net sales last year of nearly $165,000,000 
compared with $136,800,000 in 1934 and were some 
$55,000,000 more than in 1933. Net profits last year were 
about $900,000 more than in 1934 and totaled $5,452,240. 
The showing in 1935 would undoubtedly have been substan- 
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Courtesy, Goodyear Rubber Co. 











tially better had it not been for the chaotic price situation. 
Despite a marked improvement in the last six months, with 
profits about 80 per cent higher than for the corresponding 
period of 1934, net was nearly 40 per cent less than for the 
last half of 1933 when sales were considerably less but 
prices firmer. The profit margin last year was 5.4 per cent 
as compared with 5.86 per cent in 1934 and 7.15 per cent 
in 1933. In 1929 the margin of profit was nearly 10 per 
cent. It would, however, require only a comparatively 
moderate improvement in the 1935 margin to produce an 
impressive gain in earnings. 


Goodyear and U. S. Rubber 


Since 1929, Goodyear has reduced its funded debt from 
$67,708,000 to $55,000,000 and in addition to subsidiary 
stock carried at $9,357,388, there are outstanding 752,854 
shares of $7 preferred stock and 1,540,542 shares of com- 
mon. Dividends are being paid at the rate of $1 quarterly 
on the preferred stock and accumulations total $9.75 a 
share, which with a sustained improvement could be liqui- 
dated readily. For 1935, net income would have been suf- 
ficient to meet preferred dividends in full and leave a bal- 
ance equal to 12 cents a share for the common. In the 
previous year, net was equal to $6.04 a share on the pre- 
ferred. 

Goodyear was recently ordered by the Federal Trade 
Commission to cease the sale of tires to Sears, Roebuck at 
prices less than tires are sold to its own dealers. * Present 
plans are to appeal the ruling but the outcome is doubtful, 
particularly as similar provisions are embodied in the Rob- 
inson-Patman amendment to the Clayton Act recently 
passed by the Senate. Just what effect this ruling may 
have on the com- 
pany’s current sales 
and earnings is inde- 
terminate but other 
tire companies wil] 
likewise have to con- 
form to the ruling, so 
it is unlikely that 
Goodyear will lose 
any considerable ad- 
vantage. Selling at 
25, Goodyear com- 
mon shares are dis- 
counting an = appre- 
ciable gain in the 
company’s _ earnings 
and appeal mainly 
from a long term 
speculative stand- 
point. 

With net sales last 
year of $127,793,615, 
United States Rub- 
ber held second place 
in the industry. The 
increase of $22,316,743 or 21 per cent over 1934, enabled 
the company to show net income of $2,231,378, after cred- 
iting other income and allowing for all charges and reserves. 
In 1934, the company reported a deficit of $543,608. Al- 
though the earnings last year were equal to only $3.42 a 
share on the 651,091 shares of 8 per cent preferred stock, 
the company charged off for plant revaluation alone the 
equivalent of $5.18 per share of preferred stock. Last year 
the company’s margin of operating profit amounted to 
14 per cent, the best in ten years. Despite losses totaling 
nearly $37,000,000 in the past six years, financial position 

(Please turn to page 126) 
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STANDARD OIL CO. (INDIANA) 





Earnings on the Uptrend 


Strong, Ably-Managed Oil, 
Should Record Further Gains 


By Georce L. MeErTon 





been a continuing one ever since. 





HAT’S wrong with this 

picture? Receipts $367,- 

000,000. Expenditures 
for materials and equipment 
$187,000,000, labor $68,000,000, | 
dividends paid out $30,000,000, 
taxes $81,000,000. Obvious an- 
swer: government’s share is too 
large. 

These were the’ highlights of 
the earnings statement just issued 
by Standard Oil Co. (Indiana) 
for last year. The company jus- 
tifiably starts off its annual re- 
port with them and goes on im- 
mediately to point out that, of 
the moneys which customers and 
others paid, a much larger share 
was for the support of govern- 
ment than for compensation of 
investors for the employment of 
their capital, or even for compen- 
sation of the workers who pro- 
duced and distributed the goods. 

Such a situation serves to em- 
phasize the adverse factor of 
taxation, which every investor 
has to keep constantly at the back 
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Last year, $42,000,000 was ex- 
pended for the properties of the 
Yount-Lee Oil Co. in Texas and 
Louisiana, thereby increasing In- 
diana’s own crude production 
20,000 barrels daily. At the end 
of last year the company held oil 
rights under 1,539,881 acres of 
land in nine states. Of these, 
36,242 were producing, 4,510 
proven but not producing, the 
balance being undeveloped. The 
company’s net reserves, calculated 
upon a most conservative basis, 
are estimated to be in excess of 
304,000,000 barrels. Neverthe: 
less, despite the progress made in 
the acquisition of producing prop- 
erties and despite the fact that 
production is being held down by 
att 4s proration regulations, Standard 

[ Oil (Indiana) is not yet inde 
; : pendent of outside crude supplies. 
Last year the company produced 
short of 20,000,000 net barrels of 
oil, whereas the organization’s re- 
fineries ran a total of 66,500,000 
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of his mind. In the case of the 


= barrels. Refineries are located at 





Standard Oil Co. (Indiana) it 
has to be weighed against the fundamentally favorable 
nature of the business, a large, financially strong and ably- 
managed organization. It is true that so far in our emer- 
gence from the depths of depression the company has suc- 
ceeded in offsetting increased taxation, but this does not 
alter the validity of the question as to how long it can 
continue to do so if taxes continue their rapid ascension. 
Standard Oil Co. (Indiana) is one of our corporate 
giants; its total resources are in the neighborhood of the 
$700,000,000-mark. For a long time following its birth in 
1889 the company was a refiner and marketer exclusively. 
When it was “trust-busted” out of Standard Oil (New 
Jersey) in 1911 to seek its own way in a hard world such 
a condition was soon found to be far from satisfactory. 
Standard Oil (Indiana) thereupon turned to the acquisi- 
tion of its own crude oil supplies and this process has 
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twelve points and have a total 
capacity of 226,000 barrels a day. 

If production is unable to keep up with refining capac: 
ity, the same cannot be said of Indiana’s transportation 
facilities. These total nearly 6,000 miles of trunk lines 
and 2,600 miles of gathering lines which last year carried 
69,000,000 barrels of crude. In addition there is certain 
marine equipment to which will be added four new ocean 
going tankers by the end of 1936. These will operate 
between the Texas City refinery and ports on the Eastern 
Seaboard. 

Standard Oil (Indiana) started out as a marketer and 
even today this is the field in which it excels. Last year 
the company sold 10,000,000 fifty-gallon barrels of crude 
and 70,000,000 barrels of treated products, or some 84 
per cent of the country’s entire domestic consumption. In 
addition, the company distributed substantial quantities 
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of non-petroleum products, such as tires and _ batteries. 

In recent times Indiana has found it necessary to revise 
drastically long-maintained marketing policies and the rea- 
gon requires turning again to taxes. The specific cause is 
the chain-store-tax which is now running wild throughout 
the country and on whose band-wagon the Federal Govern- 
ment may jump to add to the confusion. The chain-store- 
taxation is designed to penalize size—a tax of so much per 
store, rises per store as the number increases. Gasoline 
stations have been ruled by the courts to fall into the 
category of “store.” Under the more drastic of these 
laws chain stores as such are simply being forced out of 


business. 
Remedy for Discriminatory Taxation 


Indiana's remedy for this has been to turn back leased 
stores to their owners and to lease company stores to individ- 
uals and in this way the various outlets become the prop- 
atty of individual businessmen while the company becomes 
merely a wholesaler. Although the company complains 
that it has been unable to maintain uniformity of service 
in these individually owned outlets and that probably there 
has been some decline in employment, it has nevertheless 
been surprised to find a measurable increase in the volume 
handled by the outlets under their new ownership. 

As a result of the policy forced by discriminatory taxa- 
tion, the end of last year saw only 7,576 owned or con- 
trolled service stations, compared with 11,685 the year 
before. On the other hand, bulk stations rose to 4,827 
compared with 4,775 as of 
December 31, 1934, while con- 
nections with dealers rose, to 
total some 20,500 at the end 
of last year. 

In addition to the physi- 
cal properties mentioned, the 
stockholders of Standard Oil 
(Indiana) possess other assets. 
At the end of last year, they 
had an interest in $40,000,000 
cash, in $17,000,000 market- 
able securities which included 
109,000 shares of the com- 
pany’s own stock, and in a 
$101,000,000 - inventory of 
crude oil and refined products. 
In all, Indiana's current assets 
amounted to $205,000,000, 
against which there was only 
$34,000,000 in current lia- 
bilities. 

Nor does this complete the 
list of assets owned by the 
stockholders of this company. 
No mention has been made as 
yet of the $93,000,000-invest- 
ment in the common stock of 
the Standard Oil Co. (New 
Jersey) and the $19,000,000 
in other investments. The 
Standard Oil (New Jersey) 
stock was acquired in this way: Indiana's subsidiary, Pan 
American Petroleum and Transport, owned some extremely 
important foreign properties in Wenezuela and Mexico. 
It had always looked, however, upon the United States as 
its main outlet, but when this country imposed a tariff 
on oil it was obvious that something drastic would have 
to be done. Indiana had the choice of the expensive and 
time-taking procedure of building up other outlets for Pan 
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S. O. of Indiana’s refmery at Whiting 


American, or disposing of the foreign properties. It chose 
the latter. The New Jersey Standard, which has always 
been well-entrenched abroad, was glad to pay, in install- 
ments, nearly $48,000,000 in cash and 1,778,972 shares of 
its own stock for them, while Indiana avoided a possible 
source of embarrassment. Although Indiana has somewhat 
reduced its holdings in Jersey, these, as has been said, are 
still being carried on the books at nearly $93,000,000. 

If the foregoing has given the impression that the 94,000 
holders of Indiana’s 15,215,677 shares of $25-par stock are 
the sole owners of the business, it is a correct one—or, at 
any rate for practical purposes, correct. There is a 
$12,000,000 minority interest in Pan American Petroleum 
(The New Jersey Standard only bought the foreign 
properties) and a $3,000,000 minority interest in other 
companies; long-term debt, including purchase obliga- 
tions, totals less than $11,000,000, so that for all intents 
and purposes Indiana’s stockholders do own the entire 


business. 
The Earnings Record 


Such tangibles as are possessed by the Standard Oil Co. 
(Indiana) make an impressive showing, but unless prop- 
erty possesses earning power or is likely to possess it within 
a measurable future it can carry little weight with the 
investor. However, there is nothing wrong with the past 
record of Indiana in this respect. Cash dividends have been 
paid in every year since it was forcibly divorced from its 
parent, Standard Oil (New Jersey) in 1911. Moreover, 
there have been numerous and 
substantial distributions in 
stock. Currently, the divi- 
dend is 25 cents quarterly in 
cash. Last year this disburse- 
ment was covered by an ample 
margin, for the company re- 
ported earnings equivalent to 
$1.98 a share of common stock 
which compared favorably 
with the $1.25 shown for 
1934 and the $1.14 shown for 
1933. 

Although we ourselves have 
done so, it is not strictly cor- 
rect to compare the reported 
earnings for 1935 with the re- 
ported earnings for previous 
years. This is because there 
have been certain changes of 
accounting practice which 
worked in favor of a better 
showing for 1935. These 
changes, which included the 
capitalization of intangible 
drilling costs, and their amor- 
tization on a_unit-produced 
basis, together with the lower- 
ing of certain depreciation 
rates, resulted in earnings 
about 35 cents a share higher 
than they would have been 
under the old accounting methods. 

At this point we have a valuable property, property 
with a demonstrated earning power, and have made some 
mention of taxation working against an otherwise happy 
set of conditions. Fortunately, to stop here would be too 
pessimistic. It is true that taxation has been growing 
steadily more adverse; also true that there are clear indi- 

(Please turn to page 118) 
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ights, Warrants and Convertibles 


How to Appraise the Various Instruments 
Offered for Participation in Future Profits 


HERE has been a notable tendency in recent financing 
to attract the investor by holding out to him a pos- 
sible participation in future profits. 

are convertible bonds, bonds with warrants to buy common 
stock and other participating securities being sold; there is 
an increasing disposition to give existing stockholders rights 
to subscribe to additional stock. This is easily understand- 
able and is in no way reprehensible; it is merely the result of 
existing conditions and the efforts on the part of borrowers 


More and more 


to obtain accommodation as advantageously as possible. 


Today, when business is improving, 
profits rising, with the real value of 
fixed-income securities threatened by 
ultimate inflation and not forgetting 
that money brings a beggarly return in 
the open market, the course being fol- 
lowed is the logical one. 

Because it appears likely that the 
present tendency will become more 
pronounced, it will be desirable to re- 
fresh one’s memory of convertibles, 
warrants and rights. Convertibles are 
usually quite simple; a bond or pre- 
ferred stock is convertible into common 
stock at a certain price. Frequently 
the conversion privilege is limited as to 
time and often the conversion price is 
raised after successive dates. War- 
rants entitle the holder to buy certain 
securities at a specified price. They 
are sometimes non-detachable from the 
bond or preferred stock with which 
they were originally issued; others are 
detachable and can be bought and sold 
separately. They usually represent a 
privilege running for a comparatively 
long time; not infrequently in perpetu- 
ity. It is sometimes difficult to dis- 
tinguish between warrants and rights, 
although the latter term is usually ap- 
plied to a comparatively short-term 
privilege, given common stockholders 
and which can be bought and sold 
apart from their “parent” security. 

Bonds and preferred stocks are sold 
with a conversion feature or with war- 
rants attached for the purpose of mak- 
ing them more attractive to the pur- 
chaser than they would have been 
otherwise. Sometimes it enables the 
borrower to obtain a more favorable 
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By Herpert §. CreiGHTON 


rate of interest; at others it is nothing more than double as- 
surance that the issue will be sold readily. 
tage to an issuer of a convertible is that, should the borrow. 
er’s business prosper, the senior obligation is virtually retired 
automatically. 

The investor’s attitude towards these “sweeteners” 
be one of considerable indifference. 
stock should fully measure up to his standards for such is. 
sues; in other words they should very definitely stand on 


An added advan- 


should 
The bond or preferred 


(Please turn to page 124) 
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Participating Issues and 1 Privileges 





Recent 
Bond Issues 


Market 
Price 


COMMENT 





Great Northern Ry. 
Gen. Mtge. i ~~ 1946 
Series “G”, “H”’.. 


-111, 100 


Convertible into preferred “stock now selling at 35. 
Series “G”’ at the rate of $40 a share, series ‘“‘H” at 
the rate of $75 a share. 








National voy A = 
951 


Carries warrants to subscribe to 1 share of common 





ee | | eres 100 stock at $25 a share for each $100 principal amount if 
exercised prior to 5.1.38; and at $28 a share prior to 

6.1.40. Current price of common 22. 
Remington Rand Each $1000 deb. carries a warrant to buy 15 shares 
Deb. 4s, 1956............ 108 of stock prior to 3.1.44 at prices ranging between $25 


and $40 a share. Common, currently 21. 





Sharon Steel 


Convertible prior to 5.1.46 into common stock at 
Current 








Conv. Deb. 44s, 1951... 105 prices ranging between $40 and $50 a share. 
price of common 25. me 
Youngstown Sheet & Tube Convertible prior to 2.1.50 into common stock at 
Conv. Deb. 34s, 1951. 102 prices ranging between $6214 and $100 a share. Cur- 


rent price of common 52, 








Rights 





Continental Can............. 


Stockholders on May 5 may subscribe to additional 
common at $60 a share in the ratio of 1 new share 
for each 15 held. Common, currently 77. 





Foster-Wheeler.............. 


Expiring May 14 is the right to subscribe to new com-_——| 
mon at $32 a share in the ratio of 1 new share for each 
31 held. Current price of common 29. 





Great Northern Ry.... 


Expiring June 1, stockholders have the right to su- 
scribe at par to new convertible bonds (see above) $40 
principal amount, half-and-half series “G’’ and “H”, 
for each share held. 





Owens-Illinois Glass.......... 


Stockholders on June 5 may subscribe to additional 
common at $100 a share in the ratio of 1 new share 
for each 20 held. Common, curreatly 145. 








Warrants 





PE ENE Soo sasseeopseusns.s 


Perpetual warrants to purchase common at $25 a | 





Commonwealth & Southern... . 


re. Current price of common 12. | 


Perpetual warrants to purchase common at $30 a share. 
Current price of common 2. | 





Electric Power & Light........ 


Perpetual warrants to purchase common at $25 a share. 
Current price of common 14 





Fourth National Investors... .. 


Half warrant attached to each share of common. 
One warrant entitles holder to buy a share of common 
at $60 a share. Current price of common 34. 





oo re 


Expiring 11.1.38 holder for $30 has right to buy 1 
share Boeing, selling today at 22, 17,19 respectively. 





| | See era reren 


Perpetual warrant to purchase common at $27.50 a 
share. Current price of common 6. 





SIP EE Sh Sie nabscaoscws 


| 
share Un. Aircraft, 44 share Un. Air Lines, and '%4 | 


Perpetual warrant to purchase —— at $33.33 14 a 

















share. Current price of ¢ | 
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The Business Analyst 


— Steel Prices Firmer 


ITH gains reported 
in all components, 
except check pay- 

ments, the Business Activity 
index has risen to approxi- 
mately the 1923-5 level and 
thereby reached the highest 
point yet achieved since the 
banking holidays in March of 1933. On a per capita basis, 
however, it is still about 12% below normal. Steel ingot 
output is at only 83% of the 1923-5 average on an actual 
tonnage basis, in spite of the rapid advance in steel mill 
operations this year; thereby indicating that the heavy goods 
industries are still lagging considerably behind production 
in other lines. The recent greater than seasonal expansion 
in car loading is especially gratifying, because attributable 
mainly to unusually sharp gains in lumber shipments and 
miscellaneous freight, which have more than offset a sub- 
stantial falling off in coal and ore loadings. 

The country’s purchasing power and sales at retail con- 
tinue to make favorable comparisons with last year’s re- 
ports. Thus business payrolls in March, according to THE 
MAGAZINE OF WALL STREET'S indexes, showed a 13% gain 
over March, 1935; while business employment expanded 
within the year by 680,000, or 1.3%. Since March, 1933, 
the gain in employment has apparently amounted to about 
6,130,000, with a resulting addition of around $12,000,- 
000,000, or 55%, to the nation’s annual business payrolls. 
Improvement in business profits during the past three years, 
though these are still far below boom levels, has been sub- 
stantial. Earnings for the first quarter of the present year, 


— Copper Demand Slack 
— Oil Profits Rise 

— Rail Revenues Higher 
— New Peak in Cigarettes 


as reported by the first 93 
corporations to publish re- 
turns, showed a 40% gain 
over the corresponding pe- 
riod of 1935. Farm income, 
including benefit payments, 
showed an increase of 7% 
over the first three months of 
last year—a heavier movement of products to market hav- 
ing more than overcome reduced benefit payments and some- 
what lower prices received for agricultural commodities. 
Reports of retail sales and new orders for capital goods 
during March, as compared with March a year ago, include 
a 2% gain in grocery chain sales, a 69% rise in machine 
tool orders, a 62% expansion in building contracts awarded 
in 37 states east of the Rockies, and an 88% advance in 
estimated cost of new residential permits. The amount of 
new corporate capital raised through flotation of securities 
came to $70,000,000, as compared with only $8,000,000 for 
the previous March. Factory sales of motor cars were about 
1% lower than for March, 1935; but the quarter’s total 
showed a 2% gain. For the first quarter, the Bell System 
added 201,000 phones, against only 113,000 during the like 
1935 period. Pre-Easter trade for the first two weeks of 
April was well ahead of last year, especially in the East, 
and the Federal Reserve Bank of New York reports a 12.6% 
gain in sales for the first half of April over the correspond- 
ing period a year ago by department stores in the New 
York metropolitan area. Owing, however, to the circum- 
stance that Easter came a week earlier this season, post- 
Easter sales naturally show a fairly substantial decline from 
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a year ago. In spite of this, though, the full month is ex- 
pected to run well ahead of April, 1935. 

In consequence of expanding business activity and a 
somewhat better control over production, stocks of the 
world’s staple commodities, according to the League of 
Nations, have been reduced by 9% during the past year. 
In view of such improvement in the statistical situation and 
continued gains in the country’s purchasing power—which 
should be accelerated during the second half by disburse- 
ment of the soldiers’ bonus and a resumption of benefit pay- 
ments to farmers—further business recovery this year seems 
probable, quite regardless of financial developments in 
France as an aftermath of the recent elections there. Con- 
sequently the reaction in our Common Stock Index should 
not be taken too seriously as a business forecaster. 


The Trend of Major Industries 


STEEL—Owing largely to extensive price shading, prof- 
its for the steel industry during the first quarter have turned 
out to be somewhat disappointing. At present writing, 
however, the ingot rate has risen to around 71% of capac- 
ity, the highest since May, 1930; so that, with a firmer price 
structure and lower per ton overhead resulting from higher 
operations, earnings for the second quarter are expected to 
compare quite favorably with results for the corresponding 
period of 1935, when the turnover was much lower. An- 
other encouraging aspect of the situation is that the bulk 
of current production seems to be going directly into con- 
sumption, with very little piling up of inventories. Tin 
plate mills are operating at 90%, the year’s peak to date. 
Inquiries for railroad rolling stock are still coming in slowly; 
but should grow in volume if rail traffic continues to pick 
up. Continued expansion in construction projects holds 
promise of a rising demand for structural steel, though auto- 
mobile demand is due soon for a seasonal let-down. 


METALS—With the exception of a slight firming to 
45 cents in the New York price for foreign silver, there 
have been few developments worth noting in non-ferrous 
metals since our last issue. Domestic demand for copper has 
naturally fallen off for the time being in consequence of the 
heavy purchases which preceded the rise to 9!4 cents; but 
export copper holds 


port generally increased profits for the first quarter, in spite 
of some falling off in gasoline demand occasioned by East- 
ern floods. Outlook for the second quarter, however, is 
somewhat clouded by mounting production and inventories 
of crude, and a rather unhealthy amount of gasoline in 
storage; which seem to have removed the likelihood of any 
nearby general advance in crude prices. Distributors in 
the Philadelphia district have recently cut gasoline prices by 
114 cents; with a reduction of V2 cent in dealers’ margins, 


RAILROADS—Gross revenues of the first ten roads to 
report for March showed an 11% increase over the pre- 
vious March; but a slight decrease in net operating revenue 
owing to higher expenses arising partly from flood repairs, 
Present prospects are for a 15% gain in gross this month 
over April, 1935, a substantial portion of which should be 
saved for net. Under orders from the ICC, Eastern car- 
riers will lower their passenger fares to 2 cents on June 2; 
but the new tariffs will be filed by some of the roads under 
protest, and action started in the courts to test the consti- 
tutionality of the Commission’s authority to force passenger 
fares down to an unprofitable level. The lower rates will 
probably not be contested, however, by the B. & O., Read- 
ing, Central of New Jersey, and Western Maryland, whose 
passenger revenues at best are insignificant in comparison 
with income received from their coal traffic. It is possible, 
though, that the court attack may be joined by certain West 
ern and Southern roads, not because of objections to the 
lower fares, but on account of the precedent involved. 


CIGARETTES — With every month showing gains, 
cigarette consumption for nine months ended March 31 
amounted to 104 billions, a 10% increase over the corre- 
sponding period a year earlier. Owing to rising leaf costs, 
profits have not been expanding proportionately, however. 


Conclusion 


In the face of almost uniformly glowing reports of busi- 
ness expansion, rising profits, and wider employment at 
advancing wages, the Common Stock Index has taken a 
notion at this time to correct a stale long position by staging 
a substantial reaction. High grade bonds, however, have 

held their ground under 





steady at around 9/4 
cents. World stocks of 
copper were reduced 7 
slightly in March. 
World consumption of 
tin during the 12 
months ended Febru- 140 
ary 29 gained 21.5% 130 
over the corresponding 


the sustaining influence 
of abnormally low in 
170 terest rates. The Raw 
Material Price Index 
continues to fluctuate 
-: within narrow bounds 
140 in response to shifting 
crop prospects. There 
is at the present time 


3 : ~ 120 5 : 
period a year earlier, g x a “ something of a tend 
with U. S. consump- ff: ''° Avie NO 5 ency for retail prices 
tion showing a rise of ff £ 100 Yam pt Nt ee & and the cost of living 
45.1%. With prices oof —|-} A OE ia ae in. nk SE } A a sae a to seek moderately low- 
more esa than : “ pf +} +--+} Ht tt = a er — In conjunc’ 
ee enti Ree Alacer - THE TREND OF COMMODITY PRICES | —\i— | —— en ae es 
business activity show- U.S. DEPARTMENT OF LABOR INDEX 1926100 —s 70 this is resulting in in 
ing a tendency to ex- 60 : ee creased purchasing 


pand rapidly, produc- 4 


ers of non-ferrous met- 
als should enjoy better 
profits during the sec- 


ond quarter. Warm ProGneres . .o.civcccees up 0.9 
oo Trae eae Sib etoile aie up Hey 

nee es and leather......... up 0. 

PETROLEUM 7 Oe down 0.2 
Higher prices enabled Fuel and lighting... : down 0.2 





the oil industry to re- 





ie} 
1915 1916 1917 1916 1919 1920 1921 1922 1923 1924 1925 


Changes in Major Commodity Price Group for the 
Fortnight Ended April 25, 1936 


power for the growing 
number of people who 
have incomes. Gener’ 
ally, the business out’ 
look remains favorable, 


1927 1928 1929 1930 193! 1932 1933 19341935 


GSO rece up 0.1 : 
Building materials ...... ict? 0 regardless of transient 
RS ee own 0.8 : 
Housefurnishings ....... no change weakness in the stock 
Miscellaneous ............ up 0.3 market after a year of 


enthusiastic advance. 
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Answers to Inquiries 








The Personal Service Department of THE MaGazinz OF WALL STREET will answer 
by mail or telegram, a reasonable number of inquiries on any listed securities in which 
you may be interested or on the standing and reliability of your broker. This service in 
conjunction with your subscription should represent thousands of dollars in value to 
you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber, use coupon elsewhere in this issue and send check 
at same time you transmit your first inquiry. 
Special rates upon request for those requiring additional service. 








TIDE WATER ASSOCIATED 
OIL CO. 


With reference to the news that common 
‘stockholders in Tide Water Associated Oil 
may expect more liberal dividends this year, 
do you believe such action to be amply dis- 
counted in current prices? Or, do you be- 
lieve the stock can sell higher?—W. B., 
Newark, N. J. 

Operating through two principal sub- 
sidiaries, Associated Oil Co. and Tide 
Water Oil Co., the Tide Water Asso- 
ciated Oil Co. represents a wholly inte- 
grated unit in the petroleum industry. 
During recent years, an extensive de- 
velopment program has been pursued 
which has substantially increased the 
company’s crude oil reserves, and as 
now constituted its potential production 
is well in excess of refinery capacity. 
Of course, proration has tended to re- 
strict the company’s crude oil produc- 
tion, although last year this stood at 
18,386,745 barrels, an increase of some 
13.6% over the preceding year. With 
conditions in the industry as they have 
been for the past year or so, those com- 
panies which were not forced to pur- 
chase from outside interests the bulk of 
their refinery requirements were in a 
preferred position. As you know, crude 
oil prices have been relatively weil sus: 
tained, whereas the gasoline market was 
not so fortunate, there having been nu- 
merous and widespread price wars in 
the retail division. Such a situation 
naturally tended to curtail the earnings 


of those companies which did mainly a 
refining and marketing business. Last 
year Tide Water enjoyed not only an 
increase in its crude oil production, but 
also an improved demand for its prod- 
ucts. The company’s inventory position 
was also favorable and the profit mar- 
gins on products sold naturally averaged 
higher than in the preceding year. The 
company was thus able to report for 
1935 a profit equal to 73 cents a share 
cn its common stock, after preferred 
requirements, against only 35 cents a 
share in 1934. That this improvement 
has been extended is borne out by the 
statement covering operations during 
the initial three months of the current 
year. During that period, earnings 
equalled 31 cents a share on the com- 
mon, which was a new high record for 
this period, against only 5 cents a share 
for the March quarter of 1935. In view 
of the excellent outlook as a result of 
firm crude oil and gasoline prices and 
the indicated further improvement in 
consumption this year, directors recently 
placed the common stock on a 60-cent 
annual dividend basis with the decla- 
tion of a 15-cent quarterly payment. 
This dividend follows a payment of 25 
cents a share on January 15, which dis- 
tribution was the first to be made on the 
common since early in 1931. Consider- 
ing the excellent financial condition of 
the organization and the progress made 
during recent years in simplifying the 
capital structure through debt and pre: 


terred stock retirement of subsidiaries, 
we feel that the common stock is well 
situated to register further market ap. 
preciation this year providing, of course, 
that the industry itself does not have a 
relapse to the price-cutting and gener’ 


ally demoralized conditions which ex-. 


isted prior to the adoption of proration 
measures. Since, as this is written, there 
is every reason to believe that the pres 
ent year will be a profitable one for the 
industry as a whole, we feel that you 
should continue to hold the subject 
stock. 


MACK TRUCKS, INC. 


I have 100 shares of Mack Trucks, Ine., 
bought at 41. Now when it is selling much 
lower, I am undecided on the wisdom of my 
purchase; and your counsel will be very 
much appreciated —E. J. S., White Plains, 
NOY. 


Mack Trucks, Inc., have thus far 
failed to report results from operations 
which would awaken much public in 
terest in its capital stock. Although last 
year’s sales volume was some 10% 
ahead of the previous year, the company 
reported a loss of $395,616. For 1934 
the company recorded a net income of 
$17,133, which was equivalent to 3 
cents a share on the stock. However, the 
management recognized that any pick- 
up in demand for the company’s stand- 

(Please turn to page 115) 


When Quick Service Is Required Send Us Prepaid a 
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New Technical 
Base at Hand 


From a high of 161.99 on April 6 the 
Dow-Jones Industrial Average has de- 
clined 18.34 points or more than 11%. 
Between 1925 and 1929 in the wildest of 
our bull markets only one reaction car- 
ried the Dow-Jones Industrial Average 
down more than 10%. The exception 
was a 16% reaction in February and 
March of 1926 . . . when money started 
to tighten. By August of the latter year 
the market had not only recovered all of 
its lost ground but set a new high. 


Major Trend 
Definitely UP 


The reaction since April 6 has not 
changed the basic trend of the market. 
It represents a technical correction of 
the almost steady rise of more than a 
year starting March 14, 1935, and a dis- 
counting of possible revaluation of the 
franc, political uncertainty and other 
temporary adverse factors. The funda- 
mental setting, however, is one of con- 
tinuing business recovery and budgetary 
inflation by the Government. 


e 


Technical and fundamental conditions, 
therefore, emphasize the importance of 
placing your Forecast subscription at 
this time and taking advantage of our 
definite and continuous advices during 
the coming months. 




















90 BROAD STREET 


I enclose $75 to cover my six months’ test subscription on The Investment and Business Forecast. I understand that regard- 
less of the telegrams I select I will receive the complete service by mail. ($125 will cover an entire year’s subscription.) 


Send me collect telegrams on all recommendations checked below. (Wires will be sent you in our Private Code after our 
Code Book has had time to reach you.) 


Your Enrollment Will Start at once but date from June 1, 1936 


THE INVESTMENT AND BUSINESS FORECAST, of The Magazine of Wall Street 
CABLE ADDRESS: TICKERPUB 


provides outstanding 
profit opportunities! 


Selected stocks are due to rebound sharply as soon as the market becomes 
more stabilized. Purchased during the current phase, they offer quick and 
substantial profits. 


Our analysts are now recommending such stocks selected for their excep- 
tional possibilities. They should bring you profits of several times our sub- 
scription fee before your subscription officially starts on June |. In the 
meantime, you may have your present securities analyzed and take an ad- 
vantageous position through our specific advices. We are glad to extend 
this special offer to you at this critical time. 


Readjust Your Holdings 
to New Market Outlook 


After your enrollment, our first step in serving you would be to make a 
thorough survey of your present portfolio and advise you what to retain 
and what to close out. By judicious action now, you may switch to stocks 
that should come back quickly enabling you to recover losses and place 
your account on a profit-pointing basis. 


You will then receive a complete market program in keeping with your 
resources, aims and requirements. You will be advised what and when ta 
buy and when to sell—by wire or first class mail—with the assurance of 
knowing that all recommendations are under our constant supervision. 


Wire Your Subscription Now 
to Participate in the Recovery 


Do not miss this outstanding opportunity to buy sound stocks at under- 
valued levels. Act now so that you may have our expert counsel during 
this vital period and participate in our recommendations of stocks that 
should be among the first to register substantial gains. Mail the coupon 
below with your remittance—today. Then telegraph us collect: “Sub- 
scription and remittance in mail. Wire *............... advices.” 


* Department or departments you intend to follow. 





NEW YORK, N. Y. 





TRADING Short-term recommendations following important intermediate market movements. Three 
2 to four wires a month. Three to five stocks carried at a time. $1,200 capital sufficient 
ADVICES to act in 10 shares of all recommendations on over 60% margin. 
UNUSUAL Low-priced issues that offer outstanding possibilities for market profit. Two to three wires 
> 7 a month. Three to five stocks carried at a time. $600 capital sufficient to buy 10 shares 
OPI ORTUNIT IES of all recommendations on over 60% margin. 

« BARGAIN Dividend-paying c stocks of investment rating, with exceptional price appreciation 

prospects. One to two wires a month. Three to five stocks carried at a time. $1,200 

INDICATOR capital sufficient to purchase 10 shares of all recommendations on over 60% margin. 
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Include a Complete List of Your Present Holdings for Our Analyses and Recommendations 
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Over two years ago, when stocks were hie 
lower, we predicted that the Dow-Jones Indus- 
trial Average would advance to the 150-160 
range. On March 6 this average closed at 158.75 
and on April 6 at 161.99, thus confirming our 
forecast to the letter. 

On March 14, 1936, we advised immediate sale 
of all stocks at the market, predicting an im- 
portant reaction when many were looking for 
higher prices. No need to tell you how accurate 
this advice has been. 

Should stocks be bought now or is the market 
likely to drop to substantially lower levels? 
Simply send us your name and address and we 
will give you our answer to this question in a 
straightforward manner. We may be wrong at 
this time, but our advice has been surprisingly 
accurate in the past. At least, it costs nothing 
to obtain copies of our current Stock Market 
Bulletins. There is no charge—no obligation. 
Just address: 


INVESTORS RESEARCH BUREAU, INC. 
Div. 29, Chimes Bldg., Syracuse, N. Y. 











Dividends & Interest 














Allegheny Steel Co. 


Brackenridge, Pa. 


Allegheny Steel Company has de- 
clared a dividend of $1.75 per 
share on their 7% cumulative pre- 
ferred stock payable June Ist, 
1936 to stockholders of record 
May 15th, 1936. 

A dividend of 25c per share on 
common stock was also declared 
payable June 16th, 1936 to stock- 
holders of record as of June Ist, 
1936. F. H. STEPHENS, 


Vice President and Treasurer. 























Chrysler Corporation 
* DIVIDEND ON COMMON STOCK + 


The directors of Chrysler Corporation have de- 
clared a dividend of one dollar and fifty cents 
($1.50) per share onthe outstanding common 
stock, payable June 30, 1936, to stockhelders of 
record at the close of business, June 1, 1936. 


B. E. Hutchinson, Chairman, Finance Committee 


nemo 

















To the President of a Dividend- 
Paying Corporation:— 


Why should you publish your divi- 
dend notices in The Magazine of 
Wall Street? 


You will reach the greatest number of 
potential stockholders of record at the 
time when they are perusing our magazine, 
seeking sound securities to add to their 
holdings. 


By keeping them informed of your di- 
vidend action you create a maximum 
amount of good will for your company, 
which will result in wide diversification 
of your securities among these influential] 
investors. 


Place The Magazine of Wall Street 
on the list of publications carrying 
your next dividend notice! 
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which STOCKS 


Are Still A Buy? 


For long-pull holding, which major 
groups can still be — 


Are You Hedged Against 


INFLATION 


Definite, detailed ways to guard 
yourself against perils of printing- 
press money. @ 


Any Hope For Your 


UTILITIES 


Should you switch into other 
groups? Or have utilities seen the 


worst? € 
What To Expect For 


BOND Yields! 


Will your income shrink even 
lower? Is there something you can 
do about it? @ 


Write for Above Reports 
GRATIS 


Babson’s Reports-- 
Dept. 76-77 Babson Park, Mass. 


Send, gratis, copies of reports offered. 
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q CRISIS ii 


In this crisis be clear-headed. Immediately 
Fead pages 78, 28, 72, 229, 118, 154, 157, 
and 184 of recently published:— 

“INVESTMENT FOR APPRECIATION” 


By L. L. B. Angas 
Noted Investment Consultant. 
Author of Coming American Boom (1934) 


Telephone order direct to Somerset Co., 461 
Eighth Ave., N. Y. City. Medallion 3-0400. 


@ Post free $5.00. 


A Business Bond 


You have a tangible bond with the com- 
panies whose stock you own. Buy their 
products—it keeps them busier. Many 
of them advertise in The Magazine of 
Wall Street. 
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N 
IN oS Sas ba uciee 634-57 .. 88% 1254 19% 11 21% 16% 1634 1 
ee rrr ree 4916 25% 363% 2214 38% 32% 327% 1.60 
National Cash Register............. 2354 12 2314 13% 30 21% 22}, 50 
National Dairy Prod................ 1834 13 221% 12% 254% 21% 211, 1.20 
National Distillers.................. 81% 16 3414 23% 333g 237% 28 2 
eae 170 135 206 145 305 204 260 5 
National Power & Light............. 15% 6% 1434 4% 14% 934 9% .60 
| a a Ser Saree 5814 341% 8334 403% 75 5744 58 1.50 
IN, Be Bir BYMKC......000-c02s00000% 2834 11% 3614 1814 42 3214 35 = 
PIGEER ATROTICED ..cccccccccscccess BBM 1044 28 9 3245 2334 2334 1 
oO 
I i Saco vic nice wea wei 1934 1214 2654 11% 3234 244% 0 
SPU DMR iss swiss oxic esse ae's 94 129 128 1387 5 
P 
Pacific Gas & Electric.............. 2314 1234 3154 1314 3954 3034 83% 1.60 
oS ae 37 2034 56 19 56% 48 48 2.40 
yO? 6 | 65% 234 1% 314 13 6% 9% t.10 
Paramount Pictures................ Se i SRA 12 8 12 1% Bi; “a 
So aE ee 744 51% 8434 5714 79 69 7334 3 
Re ere 67 4454 81 64, 73 6414 67% 8 
Phelps Dodge... Eee ce heorscs see 1344 2814 1234 4044 25% 314 $.25 
Phillips Petroleum................. 2034 1334 40 13%4 49%, 38% 4134 | 
Pillsbury Flour Mills............ .. 343% 1844 38 31 374% 833% 3214 1.60 
Procter & Gamble. SS 331% 53%4 4234 49 42% 42% 1.60 
Public ee of N. J. ea een eek ns 45 25 4654 20%% 4834 39 3914 2.40 
Pullman . Ar ere 593% 3514 62% 296 4814 86% 39% 1.50 
R 
Radio Corp. of America............. 9% 4 1334 4 144% 10 10 
Radio-Keith-Orpheum.............. 44 1% 6 14% 9% 5 5% + 
Raybestos-Manhattan.............. 23 1445 30%, 1614 3814 28% 30% 1 
Remington Rand................... 133% 6 2054 7 935; 1916 20% °* 
UL LS ae ae 2534 1014 =. 2034 9 2634 18 18% 
Reynolds (R. J.) Tob. Cl. B... 2.2... 635; 393, 67 5514 5854 50 8 
Ss 
Batewny Bieres..........05200000ss WT 3814 46 3154 3534 30 31 2 
Schenley Distillers................. 38% 17% 5614 22 52 387% 39 os 
eee ee . 81% 31 69% $1 694% 595% 2 
No ora bas wislob a a see o a1S1 9 4% 17 1% 2244 15% 17% 60 
2 US Os eee eee) 4 634 | 12% 14 1634 111% 18% .50 
NEE MUNIN FON 6 on oc ov on snceccce .. 11% 6 16% 5% 194% 1544 15144 ea 
Socony-Vacuum Corp.. 19% 1214 16%4 105% 17 13 13 40 
BA, RES NII 5 5 5:6.0.0-0.0 06 <0:05.0:0 .. 223% 10% 27 105, 2834 25 2544 1.50 
Spiegel May Stern................. 7634 64 84 437 7734 ~=«63 66 3 
Standard Brands.. weirs ot 174% 191% 12\% 18 14% 141% 80 
Standard Oil of Calif. see sees. ee 2614 41; 2734 4754 3814 3817 1 
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ef os aaa a 154 8% 3034 9% 323, 21 21% 
United Carbon. 50°. 35 78 46 794 68 724% 2.40 
United Corp.. 8% 2\% 734 1% 944 5% 5% 
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Answers to Inquiries 
(Continued from page 110) 
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ard line of heavy duty trucks would be 
dow in developing and late in 1935 ar- 
rangements were concluded with the 
Reo Motor Car Co. whereby the latter 
would produce a line of less expensive 
ight trucks to be marketed by Mack 
under its own name. This arrangement 
probably was accountable in part for 
the better showing made by the com- 
pny during the final quarter of 1935, 
when indicated net income of $207,937 
helped to offset the loss of over $600,000 
incurred in the first nine months of the 
yar. While there will probably have 
to be a much greater improvement in 
the construction and other heavy indus- 
tries before the organization will reap 
the benefits of its long-established repu- 
tation for the manufacture of high 
quality heavy duty trucks, the bus divi- 
sion seems to hold excellent possibilities 
for current expansion. Moreover, it is 
well to bear in mind that many of the 
heavy trucks now in active service will 
eventually have to be replaced, and 
there is consequently a growing poten- 
tal market which should work to Mack’s 
benefit. The capitalization of the com- 
pany is such as to permit high per share 
earnings on the common stock during 
prosperous years; in 1929 net income 
equalled $6,841,068, or only slightly 
blow $10 a share. Financial condition, 
moreover, has been well maintained de- 
spite heavy operating losses during the 
depression years and this has allowed 
uninterrupted dividends, although at 
lower than predepression levels. Since 
the company seems to have at last 
turned the corner, we believe that the 
stock has considerable to recommend it 
for further retention in your account 
despite its recent unimpressive market 
action. 


CHASE NATIONAL BANK 


With the lack of demand for bank credit, 
and the low rate of return on high-grade 
mvestments, I am wondering about the ad- 
usability of continuing to hold 100 shares 
of Chase National Bank bought at 38 in 
1935.—R. L. E., New York, N.Y. 

In view of the unimpressive market 
action of bank stocks during the past 
year or more, we can appreciate your 
guestion as to the desirability of con- 
tinuing to hold Chase National Bank 
stock. While there is really little tangi- 
ble evidence pointing to an early awak- 
ening of speculation interest in the 
stock, there are nevertheless factors at 
work which, barring unforeseen devel- 
opments, should ultimately tend to sweil 
earnings and increase the demand for 
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the stock in the market. Money rates at 
present do not allow much in the way 
of earnings, but it seems most unlikely 
that present low rates will continue in- 
definitely. Given further general busi- 
ness recovery, many corporations which 
now do not enjoy a credit rating which 
would allow bank borrowing, would 
again be able to obtain a line of credit. 
Any such demand would certainly work 
to raise money rates and this, of course, 
would prove of tangible benefit to bank- 
ing institutions as a class. The present 
situation is a peculiar one, since depos- 
its have been in an uptrend for the past 
two or more years, but most of these 
funds are being placed in government 
and other high grade situations which 
do not return more than a nominal in- 
come. Thus, in the case of Chase Na- 
tional Bank the statement dated March 
4, 1936, showed U. S. Government se- 
curities of $632,802,504, against $561,- 
505,500 at the close of 1935. Loans and 
discounts, on the other hand, were down 
from $638,002,317 to $609,245,472. It 
is primarily in the latter item that the 
clue to expanding earning power will 
reveal itself. Indications are that ex- 
pansion of loan portfolios will be grad- 
val. Thus, earnings of Chase probably 
will not undergo any marked change 
for the better over the near term, but 
considering the large volume of depos- 
its, the organization is in a position to 
register marked improvement in earning 
power, once the demand for loans by 
good risks increases. We, accordingly, 
believe the shares should be retained in 
your account at these levels. 


UNDERWOOD-ELLIOTT- 
FISHER CoO. 


From what I understand, Underwood- 
Elliott-Fisher is still conservatively priced 
on the basis of its business prospects. Do 
you, therefore, look for an early price ad- 
vance?—J. J. M., Buffalo, N. Y. 


A review of the status of Underwood- 
Elliott-Fisher leads us to the opinion 
that current prices for the shares do not 


overvalue the stock on the basis of its 
record and prospects. Earnings for the 
year 1935 were equal to $4.36 a share 
on the common, after deducting in- 
creased appropriations for development 
and promotion expenses. Last year’s 
results recorded a continuation of the 
upward trend in sales and net earnings 
begun with the year 1933. The net loss 
of about $762,000 shown in 1932 regis- 
tered the low, and from that point net 
profits have climbed successively each 
year—$1,500,000, $2,600,000, $3,000,- 
000—for 1933, 1934 and 1935 respec- 
tively. The present year begins well with 
a quarterly report showing net income 
equal to $1.17 a common share, com- 
paring with $1.01 a share for the first 
quarter of 1935. There are many favor- 
able factors in the outlook. Underwood- 
Elliott-Fisher is the largest manufac- 
turer of typewriter and typewriter sup- 
plies, and a leader in manufacture of 
accounting machines, billing machines, 
and other products in the office equip- 
ment field. Sales and earning power 
naturally follow trends in industrial ac- 
tivity, and while the domestic business 
has shown a substantial increase with 
the recovery from the depression in in- 
dustry, in the case of Underwood the 
export sales have shown an even greater 
proportionate increase than the domes- 
tic business, a fact which is not true of 
office equipment companies as a group. 
Continued expansion in export business 
is anticipated, and in the domestic field 
Underwood, by virtue of its constant 
research, and development of improve- 
ments in its products, broadens the scope 
of usefulness and the market, both do- 
mestic and foreign. Improvements in 
manufacturing methods and an aggres- 
sive marketing program appear to assure 
Underwood’s strong trade position in 
the future, and work toward reduction 
in operating costs, and in consequence 
increased earning power through wider 
profit margins. We feel therefore that 
it is reasonable to expect continuation 
of higher earnings in the future. While 
the shares appear lacking in dynamic 
market possibilities, they should register 
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worthwhile appreciation over the longer 
term, and on that basis retention is 


suggested. 


NORTH AMERICAN AVIATION, 
C. 


Do you still consider North American 
Aviation attractive at current prices? Would 
you continue to hold 200 shares averaging 
5% as an attractive speculation?—H. A. E., 
Stamford, Conn. 


In our opinion, North American Avi- 
ation shares have considerable attraction 
for long-term holding as a speculation. 
A comparison of the 1935 and 1934 in- 
come accounts is enlightening as to the 
trend of earnings. Total transportation 
revenues and sales in 1935 were in 
excess of $3,600,000, compared with 
$1,928,000 in 1934. Comparing with 
the deficit in excess of $1,000,000 (31 
cents a share) reported from operations 
in 1934, North American showed a net 
income from operations in 1935 equal 
to $14,700, or slightly less than one- 
half cent a share. Further witness to 
the improvement registered in 1935 is 
found in a comparison of operating sta- 
tistics, which show an increase in num- 
ber of passengers carried of 70% and 
in the number of revenue miles flown 
with passengers of 130%. In the mail 
division, pounds of mail carried in- 
creased 99% and revenue miles flown 
with mail increased over 100%. These 
figures show the trend in the transpor- 
tation division, while the unfilled orders 
for equipment at the end of the year 
1935 amounting to more than $1,300,- 
000, comparing with total sales for the 
year of less than $400,000, show the 
trend in that department. North Amer- 
ican Aviation, Inc., originated as a se- 
curity investing and holding company 
in 1928 through the acquisition of 
stock interests in numerous enter- 
prises affiliated with the aviation indus- 
try. Later, with the passage of an air 
mail act in 1934, disposal of securities 
of several concerns in which the com- 
pany had interests was made necessary, 
and the company became an operating 
unit. The company carries mail and 
passengers over its lines from New York 
to Miami, New York to New Orleans, 
and from New Orleans to Jacksonville, 
and ranks third in size among Ameri- 
can air transport companies. The pro- 
nounced trend upward in transportation 
and manufacturing divisions illustrated 
in the above figures may reasonably be 
expected to continue during 1936, and 
the field for ultimate expansion seems to 
have been scarcely tapped. The plans 
for experimental trans-Atlantic service 
in conjunction with the European sys- 
tems are progressing, and initial flights 
are predicted for this year. Together 
with several other American transport 
lines, North American is a party to a 
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joint contract for the construction of 
2 forty-passenger transport plane, capa- 
ble of a 13-hour schedule from coast to 
coast. It is not difficult to foresee a 
greatly enlarged field in which North 
American could hold an important posi- 
tion. The company is conservatively 
capitalized, has no funded debt or pre- 
ferred stock, and the financial position 
is very strong. 


McKEESPORT TIN PLATE CO. 


On a price bases, McKeesport Tin Plate 
has not made the same progress in the past 
few years as many other industrial issues. 
Is this because of competitive conditions in 
the industry, and competition from other 
container industries? Do you advise its re- 
tention for investment?—S. A. K., Duluth, 
Minn. 


It appears true that McKeesport 
Tin Plate shares have not enjoyed the 
market popularity which very possibly 
the results recorded by the company 
warrant. If competitive conditions in 
the industry have acted as a retarding 
influence marketwise on the shares of 
this company, they have also acted as 
a stimulus toward greater effort in the 
development of new markets for the 
products of the industry, and such ef- 
forts should bear fruit in extended sales 
and increased earnings in the future. 
McKeesport Co. is engaged in the 
manufacture of tin plate, and through 
subsidiaries in the production of tin 
containers. Customers include some of 
the largest food products companies, as 
well as the two largest can manufactur- 
ers, and manufacturers of toilet prepa- 
rations, tobaccos and drugs. The earn- 
ings record of the company has been 
excellent in past years, and the balance 
sheet shows a strong financial condition. 
The company is free of funded debt and 
there are no preferred shares outstand- 
ing. The course of earnings in the can 
manufacturing industry since the de- 
pression low has been less clearly defined 
than in the case of many other lines 
Thus, the year 1933, in the case of Mc- 
Keesport, marked a high level of opera- 
tions, due to the fact that customers, 
anticipating a sharp rise in price levels, 
purchased ahead of immediate require- 
ments. For that reason results recorded 
in 1934 when compared with the pre- 
ceding year were a disappointment. The 
report for 1935, however, shows net 
sales which not only increased substan- 
tially above the preceding year, but 
topped the peak year of 1933. The can 
manufacturing subsidiary of McKees- 
port Co., however, did not contribute to 
the increased profit reported in 1935, 
and this we believe to be due to the fact 
that this subsidiary’s 1934 profit was 
swollen by low material costs from pre- 
viously acquired inventories. We are 
of the opinion that the present year will 
bear out the belief that the major trend 


in earnings of this company is upward 
in both divisions of the business. We 
therefore recommend that you continue 
to hold your shares, awaiting develop. 
ments which should confirm these ex. 
pectations. 


RADIO CORP. OF AMERICA 


I am disappointed in the recent action of 
Radio Corp. of America common shares, 
Is this due to the first quarter earnings be. 
ing considerably under 1935's? What do yoy 
think of its outlook now?—P. L., San Diego, 
Calif. 


At the present writing, Radio Corp. 
of America has not reported actual 
earnings for the first quarter of 1936, 
but results are estimated at $1,250,000 
after all charges. This compares witha 
net profit of $1,618,025 for the quarter 
ended March 31, 1935, equivalent after 
allowing for quarterly dividend require. 
ments on the 7% class “A” and $5 pre- 
terred “B” to 2 cents a share on the 
13,130,690 shares of common stock out 
standing. While first half-year results 
may fail to show a profit, the recent re 
capitalization plan, to eliminate the 7% 
class “A” stock and to readjust the “B” 
preferred to a $3.50 preferred with can- 
celled arrearages, is a favorable develop 
ment for common stockholders and it 
will place the common stock in a posi- 
tion whereby earnings can be reported 
on the basis of current earning power. 
Giving effect to the new capitalization 
en 1935 net income before preferred 
dividends, earnings on the new $3.50 
preferred would have been equal to 
$5.28 a share, while the increased com 
mon would have earnings of 12 cents 
share. While the recent market action 
of the common stock has not been espe’ 
cially encouraging from a trading stand: 
point, we doubt very much if first quar: 
ter earnings are an important factor. 
Present prices more than overvalue the 
present earning power of the company, 
out because of its potential possibilities 
the stock is entitled to sell at a high 
price times earnings ratio. When con 
sidering the development of radio over 
the past ten years, and its future possi 
bilities, a company as firmly entrenched 
as Radio Corp. in all branches of activ 
ity, is unlimited in future growth 
The common stock has attraction as @ 
longer term speculation on the future 
growth of radio, and near-term earning 
power, even though small, is possible 
under the new capital set-up. 


AMERICAN BRAKE SHOE & 
FOUNDRY CO. 


As a buyer of American Brake Shoe & 
Foundry at 27 for profit rather than t- 
come, 1 would like to know if the possibili- 
ties are such that I should continue to hold 
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through the summer months.—T. R., Wash- 
ington, D. CG. 

Originally a manufacturer of railroad 
take shoes and parts only, the capable 
management of American Brake Shoe 
¥ Foundry Co. has diversified its prod- 
yts to include car wheels, truck fix- 
tures, castings, steel forgings, bearings, 
ytomotive brake equipment, and vari- 
gus other items. American Brake Blok 
Corp. a subsidiary operating in the 
ytomotive field, was a dominant factor 
ip increasing earnings in 1935. Con- 
lidated net income amounted to $1,- 
699,400 after 7% preferred dividends, 
which was equivalent to $1.70 per 
gommon share as compared with 1934 
results of 83 cents a common share. 
financial condition remained excellent 
a the turn of the year, when current 
wsets amounted to $10,475,061 and 
current liabilities were $1,130,888, in 
contrast with $9,600,092 and $690,104, 
respectively, at the close of business De- 
ember 31, 1934. Stockholders recently 
approved a proposal to reclassify the 
preferred stock, reducing the annual 
dividend rate from 7% to 544% and 
wing the new stock a conversion privi- 
on into two shares of common stock 
wtil June 30, 1941. The reduction in 
the rate will cut annual preferred divi- 
dnd charges to an amount equalling 27 
ents a share on the outstanding com- 
non stock. In addition to this change 
mn the capital structure, the company is 
tudying the dissolution of some of its 
wbsidiaries, due to changes in tax laws, 
that their activities will be as divi- 
ions of the parent company. Current 
operations are reported as considerably 
mproved over the first quarter of 1936, 
and with the outlook for substantial or- 
ders from railroads, when traffic gains 
ue sufficient to show profitable opera- 
tions, the stock appears as an attractive 
whicle for longer term speculation. 
While you have a substantial profit in 
the issue, we believe the longer term 
outlook warrants retention of holdings 
for a further period. 





HARBISON-WALKER REFRAC- 
TORIES CO. 


The substantial rise in Harbison-Walker 
nthe past year appears to have outrun near 
frm prospects. As I purchased the stock 
#22, should I take profits or hold for the 
longer pull?—R. C. G., Pittsburgh, Pa. 


Because it is closely allied with the 
teel industry, Harbison-Walker natu- 
tally suffered heavily in the depression 
years when blast furnaces, coke ovens, 
boilers, etc., were shut down. Never- 
theless, in the five years, from 1930 to 
date, only one year’s operations, 1932, 
resulted in a deficit. Principal products 
manufactured include all types of fire 
brick for use as furnace linings, and it 
the largest unit in the industry with 
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extensive raw material supplies. With 
a sharp improvement in the steel indus 
try in 1935, an increased demand was 
created for Harbison-Walker’s products 
with the result that earnings showed a 
substantial improvement. Net income 
for the full year amounted to $1,805,- 
669, equal, after preferred dividend 
requirements, to $1.18 on each of the 
1,380,000 common shares. This com- 
pared favorably with per share results 
on the common of 77 cents in 1934 and 
42 cents in 1933. With continued ex- 
pansion in demand for heavy capital 
goods in the first quarter of 1936, net 
income amounted to $541,100 or 36 
cents per common share, as compared 
with a net of $467,600 or 30 cents 
per capital share in the corresponding 
period of 1935. At the year end finan- 
cial position was strong; current assets, 
including $1,046,471 in cash, totaled 
$5,404,940, while current liabilities 
were only $926,956. Furthermore, value 
ot marketable securities, carried at 
$3,376,554, increased from $991,388 at 
the end of 1934 to $1,272,238. While 
the steel industry is the largest customer 
of the company, steam railroads nor- 
mally are an important factor in the 
consumption of fire brick, and a sub- 
stantial improvement in rail trafic is 
another potential earnings source. At 
current levels of approximately 35, the 
stock affords a return of more than 4%, 
based on the regular $1 dividend plus 
extras. In addition to a fairly attractive 
return, possibility is for a further exten- 
sion of earnings in line with continued 
general industrial recovery. While tem- 
porarily, the present price of the stock 
adequately values current earning 





power, the longer term prospect con- | 
tinues sufficiently favorable to warrani | 


retention of holdings. 





The Wisest Course for the 
Bond Buyer 


(Continued from page 93) 








ing years as commodity prices and the 
cost of living rise. If he buys carefully 
selected medium grade bonds, improv- 


ing business is more than likely to move | 
them up to the high grade category | 


where they will be called and he will 
be confronted with a_ re-investment 
problem even more difficult to solve 
than it is today. Finally, if his medium 
grades are not carefully selected, or if 
he frankly goes in for second grades, he 
runs grave risks and will be worried by 
declines such as have just occurred. 
This is the situation and it must be 
accepted, no amount of burying one’s 
head in the sand will change it. Thus, 
it seems that the best course to follow is 
to take that portion of one’s funds set 
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to know more 
about us 


\4 E’D like you to know 


more about us, and we believe 
that you'd be interested. 


We kept that in mind while 
making up our General Foods 
Annual Report for 1935. We 
tried to keep it clear, compact, 
and interesting, remembering 
that its purpose was to take the 
general public behind the 
scenes, as well as to keep our 
employees and our 63,000 
stockholders informed. 


In this report is included a 
special message to the public, 
telling them how several food 
companies by banding together 
have been able to render better 


Service. 


Our report is now ready for 
distribution, and we will gladly 
mail you a copy upon request. 
Write Dept.9 
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aside for bonds and place it in high- 
grade low-coupon, possibly non-call- 
able, issues. This means accepting a 
low current rate of return and accept- 
ing the possibility of a future loss of 
purchasing power. These disadvan- 
tages, however, can be largely offset by 
the portfolio invested in common 
stocks. Although here, too, current 
return is small, generally speaking 
stocks will be beneficiaries of the factors 
making for a loss of purchasing power 
in bonds. Such a system is a compro- 
mise and has the objections of all com- 
promises; nevertheless it seems the 
wisest course for mere mortals who but 
see the future through a dark glass— 
dimly. 








Standard Oil Co. (Ind.) 
(Continued from page 105) 








cations of its growing worse before 
it becomes better. But is there not 
something to be said on the possibility 
of increased sales and perhaps a larger 
margin of profit? 

The demand for petroleum and its 
derivatives last year was more than 7 
per cent greater than in 1934, while 
the demand for motor fuel by itself 
was 6 per cent greater than in the pre- 
vious year. Considerations leading to 
the conclusion that 1936 will witness 
still larger consumption include a 
generally greater purchasing power 
throughout the country and the intense 
activity in the. automobile industry. 
There are to be more cars on the road 
which on the average will run a greater 
number of miles because people have 
more money to spend. Nor can one 
see anything but a still larger demand 
for fuel oil and other petroleum prod- 
ucts. This division gained more than 
motor fuel last year and there is every 
reason to expect that it will do so again 
in 1936. 

In regard to the question of price, 
one can be less certain that the situa- 
tion is overwhelmingly favorable. The 
optimists can point to a material re- 
duction of crude oil stocks above 
ground; the Bureau of Mines estimates 
them as of the week ending April 18 
at 313,045,000 barrels, compared with 
341,445,000 barrels as of April 20, 
1935. They can also point to the fact 
that production is reasonably under 
control, that prices are firm, that the 
sore spot on the West Coast has cleared 
up recently and, finally, that consump- 
tion will almost certainly be larger this 
year and they suggest that it can rea- 
sonably be expected to take up any 
slack that may develop. On the other 
hand, the pessimists argue with consid- 
erable reason that the potential produc- 
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tion of crude has been so increased by 
new discoveries that it is to be doubted 
whether the cap can be held on. They 
point also to a 73,000,000-barrel inven- 
tory of gasoline, close to an all-time 
record amount, and question whether 
the expected increase in consumption 
can be a fully offsetting factor. 

It is difficult to decide at the present 
time which of these two schools of 
thought is to be proven right. A de- 
mand only somewhat greater than is 
currently anticipated would swing it 
one way; a disappointment on the score 
of consumption or a slight increase in 
production could swing it the other. 
The recent wavering action of the oil 
stocks on the various exchanges shows 
the general indecision. 

Entering the question of price and 
profit margin in the doubtful column, 
taxation as being definitely adverse, 
leaves the prospective increase in con- 
sumption, Standard Oil (Indiana) it- 
self, its finances and its management 
for the favorable side of the ledger. 
A fair conclusion is that the common 
stock of this company is a fundamen- 
tally sound issue and that, if future 
conditions are such as to enable any 
—- to make money in oil, this one 
will. 








Republic Steel Corp. 
(Continued from page 92) 








whittling its costs still lower, widening 
its markets. 

Such a policy, plus continued general 
recovery, will give increasing promise 
to the common stock, regardless of the 
remoteness of dividends. At prevail- 
ing quotations around 18, we believe 
the long term speculative potentiality 
in this equity is distinctly attractive. 








What Is a Common Stock 
Worth? 


(Continued from page 87) 








static and dynamic _ characteristics. 
These include installment finance com- 
panies, manufacturers of glass and tin 
containers, etc. Railroads and public 
utility companies are in a class alone, 
for while there is no gainsaying the 
large potential traffic for the railroads 
and the constantly increasing use of 
electric power, the outlook for both of 
these vital industries is involved by 
radical legislation, rigid rate structures 
and rising costs. 

It naturally follows, therefore, that 
the shares of a leading company identi- 


fied with a dynamic industry will sel] 
normally at a higher ratio to earnings 
on the assumption that ultimately the 
price will be justified by both earnings 
and dividends. Recently the shares of 
three representative chemical companies 
were selling at an average of twenty. 
five times 1935 earnings; three electrical 
equipment companies at thirty times: 
and three leading manufacturers of 
building materials showed a ratio of 
more than 50 to 1. 

On the other hand, the shares of 
three representative food companies 
showed a ratio only sixteen times 1935 
earnings; three motion picture com: 
panies showed an average of 14 to 1; 
while the shares of three leading whis. 
key companies were quoted at only six 
times late earnings. The latter is par- 
ticularly significant as reflecting the 
mediocre dividend prospect unless the 
issue is forced by tax legislation, and 
the complex nature of the problems 
confronting the industry. The low 
ratio of price to earnings shown by 
the gold mining stocks is characteristic 
in good times and bad. In fact, under 
normal conditions mining stocks of all 
kinds, representing depleting enter: 
prises, are more conservatively priced 
in relation to earnings than other 
groups partly for the reason that at 
least a portion of the dividend income 
is considered a return of capital. This 
is currently not true of the coppers be: 
cause lessened stocks and a widespread 
belief in a high consumption, long sus 
tained by war preparation and general 
industrial recovery causes them to sell 
on a high ratio. So it goes through the 
whole list of common stocks—some 
logical explanation can usually be found 
for the existing ratios. Whether these 
ratios have properly and adequately 
evaluated the prospects both pro and 
con is, of course, something else again. 
Certainly the exceptionally high ratio 
to 1935 earnings at which representative 
building stocks sold earlier this year 
was a clear case of premature optimism 
in which the more immediate prospect 
was greatly over-discounted. 

Of late there has been a tendency 
to compare current common stock 
price-to-earnings ratios with thos 
which prevailed at the height of the 
stock market boom in 1929. By doing 
so it is possible to find any number of 
issues which capitalize 1935 earnings 
fully as liberally as they capitalized 
1928 results in 1929. The cynical av 
sumption, however, that nothing has 
been learned by the costly experience 
of the latter year fails to take full ac 
count of the difference of the present 
background and that of seven yeafs 
ago. 

The essential difference, of course, 1 
whereas business had begun to show 
signs of retrogression in 1929 after @ 
long upward spiral, now business 
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To invest successfully in 1936 you must act on facts. Harnings, 
financial positions, and actual prospects will be more important 
to you then than at any time in recent years. To aid you in deter- 
mining the facts about the various industries, and the situations of 


individual companies in these industries— 
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A Yearbook of Financial, Industrial, Security Facts—prepared in 
| Facts, Graphs, Statistics that will help original style that saves your time, yet gives you complete in 
| make your 1936 investment plans. formation on every important industry—company—and security. 
| 
& Our 1936 Manual, now off the press, contains a complete statistical record | 
for the past three years on all the leading companies in every important | 
Factual industry—in addition to high, low and last prices for 1935. 
d The clarity and simplicity with which all data and interpretive comment is 
| an presented, offers you a complete, accurate picture—not only of the individual | 
| > corporation, but of the industry of which it is a component part. This infor- | 
| Inter pr etive mation can be invaluable in mapping your investment course throughout 
1936. It can help you to determine which securities to discard and which 
® to hold—and enable you to build a sound investment foundation. 

One hundred tables and charts illustrating basic conditions in important industries, and fully detailed 

tables giving leading companies’ earnings, financial position, etc., over a period of years. Practically 

every company of importance whether listed or unlisted is included. The data gives a complete record 

of their progress or decline, points out their future prospects. 
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emerging from one of the most severe 
depressions in history. Without ques- 
tion huge shortages have accumulated 
for all classes of goods, services and 
materials. Also there is a vast supply 
of investment capital seeking profitable 
employment. Interest rates are ex- 
tremely low and as a consequence con- 
siderable justification can be found for 
a stock selling at 20 times earnings, 
which would be equivalent to a 5 per 
cent on the value of the equity. When 
interest rates are low, the stockholder 
as well must be content with a return 
proportionately lower. 

Also, in the present circumstances, 
the growth in population and the intro- 
duction of many new products are other 
factors which tend to invalidate any 
comparison with 1929. Likewise, the 
devaluation of the currency and the 
threat of inflation must be taken into 
account. Add to these economic ele- 
ments, the unpredictable force of poli- 
tics, both domestic and foreign, and one 
is compelled to conclude that the events 
and criteria of 1929 have little more 
than historical relation to the present 
situation as it pertains to common 
stocks. 

For the sake of this discussion, how- 
ever, it may be assumed that many 
companies will equal and surpass their 
pre-depression earnings record. Indeed 
some have already done so, while the 
common stocks of many others have re- 
cently suggested that 1928-1929 earn- 
ings were thought to be an imminent 
possibility. If one could be certain that 
the recovery movement was to continue 
in a more or less orthodox manner, 
many stocks now selling anywhere from 
20 to 50 times 1935 earnings would 
appear conservatively valued on the 
basis of possible earnings under such 
favorable circumstances. 

Merely for comparison rather than 
attempting to suggest probable near 
term earnings, the accompanying table 
has been prepared in which the recent 
price-to-earnings ratio is shown for a 
representative group of stocks both on 
the basis of 1929 earnings and 1935 
earnings. 

It is to be hoped that the obvious 
conclusions to be drawn from these 
comparisons will ultimately be borne 
out, for while it is apparent that 
current price-earnings ratios are high 
m the basis of most recent earnings, 
even if allowance is made for the 
presence of unusual factors and con- 
siderations, they nevertheless’ are more 
than reasonable if general business re- 
‘covers the ground lost since 1929. The 
very fact that on this basis they are 
conservative, however, lends weight to 
the value of price-earnings ratios as re- 
tlecting reasonable doubt as to the per- 
manence of the recovery movement 
pending clarification of the political 
prospect. 
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Opportunities Among Low- 
Priced Rails 


(Continued from page 96) 





that considerable leverage is imparted 
to the preferred and common shares, 
making it possible for per-share results 
to rise rapidly once earnings have re- 
covered sufficiently to meet fixed 
charges. In the five-year period ended 
with 1930, the common stock averaged 
earnings of better than $8.80 a share 
annually. Therefore, while dividends 
are rather remote, the common at 22 
might well prove a profitable specula- 
tion both over the medium and longer 
term. 


Southern Railway 


Such doubts as prevailed about three 
years ago as to the continued solvency 
of the Southern Railway have now 
been largely dispelled by the impressive 
comeback which is being staged by the 
road. In 1932, operating revenues of 
Southern totaled less than $73,000,000, 
a decline of nearly 50 per cent from 
1929. In the former year a loss of 
$11,218,507 was shown. Since then, 
however, the road has recovered nearly 
$10,000,000 and last year the net loss 
was only slightly more than $1,500,000, 
after fixed charges. The extent of the 
road's recent recovery is graphically in- 
dicated by the fact that from June 1 to 
November 30, last year, there was an 
increase in operating revenues of $4,- 
621,713 over 1934. Of this gain, 72 per 
cent was carried through to net railway 
operating income. As a result, the net 
loss of $3,222,307 for the first eight 
months was reduced more than 50 per 
cent by the end of the year. Moreover, 
there has been no slackening in this 
favorable trend in the current year. In 
the first three months of this year gross 
revenues increased more than 10 per 
cent to $22,452,000. Despite higher 
operating and wage costs net oper- 
ating income increased $1,000,000 to 
$3,805,316. 

The improved status of the road is 
reflected further in its financial posi- 
tion. Cash items at the end of last year 
totaled more than $9,000,000, the best 
by far since 1932. The road has in- 
curred no bank loans and RFC bor- 
rowings total only $14,505,000. The 
latter item, however, will be increased 
by $4,859,000 this year for the pur- 
pose of meeting the maturity of a sub- 
sidiary bond issue. Funded debt since 
1932 has been reduced nearly $12,000,- 
000 and at the end of 1934 totaled 
about $292,000,000. In addition capi- 
talization includes 600,000 shares of 5 
per cent non-cumulative preferred stock 


and 1,298,200 shares of common. 

Contrary to what might be supposed 
offhand, agricultural products contrib. 
ute only about 12 per cent of the road's 
revenues. Bituminous coal accounted 
for nearly 36 per cent of freight reve. 
nues in 1934, while manufactured 
goods and miscellaneous items contrib. 
uted better than 26 per cent. Thus 
it will be seen that the road has an im. 
portant stake in the industrial South, 
notably the Birmingham district, and 
the anticipation of increased activity in 
this territory doubtless influenced the 
oficial estimate of net earnings this 
year of some $3,850,000, or better than 
$6 a share for the preferred. Should 
these estimates be borne out, both the 
preferred and common would be en. 
titled to sell at higher levels. 


Canadian Pacific 


Gross revenues of Canadian Pacific 
registered a gain of about $4,000,000 
last year to $129,679,000. Net oper: 
ating income, however, because of 
higher costs was $2,000,000 less than 
in 1934, partially offset by an increase 
of $1,500,000 in other income and a 
reduction of about $400,000 in fixed 
charges. Last year the road _ revised 
its accounting system and depreciation 
on steamships was charged against 
earnings, whereas previously this item 
was a charge against surplus. Net in 
come, on this basis, totaled $2,832,083 
last year after deduction of $3,550,997 
for depreciation. Similarly net income 
in 1934 would have amounted to 
$2,686,130. 

Had it not been for the severe dam 
age to the Canadian wheat crop last 
year the road would have made a much 
more impressive showing. Substantial 
gains were made in the tonnage vol’ 
ume of such products as woodpulp, 
lumber and petroleum, while shipments 
of coal, paper and mining products 
were moderately higher. Grain move: 
ment, however, was the lowest since 
1914. Although traffic over the sys 
tem’s lines has been slow in recording 
any improvement thus far this year, 
prospects for the coming months are 
distinctly favorable. General business 
in Canada continues to show encour’ 
aging gains and there has been a marked 
improvement in the Canadian wheat 
prospect. If present indications are 
realized, the Dominion wheat crop may 
total 400,000,000 bushels this year, the 
largest since 1929. Another favorable 
factor is the probable stimulus to trade 
likely to result from the U. S.-Cana 
dian trade pact which went into effect 
on January 1 last. 

The 17,000 miles of railway oper 
ated by the Canadian Pacific crosses 
the Dominion from coast to coast and 
extends into the United States by way 
of the controlled “Soo Line.” In addi’ 
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ecession —offers opportunities 


for profitable adjustments in your securities 


HE sharp current reaction has 

brought down the prices of many 
promising securities to points where 
they offer excellent possibilities for en- 
hancement. You can now eliminate 
weaker sections of your portfolio and 
replace them with sound investments 
while they are still available at these 
levels. 


Investment Management Service 
could direct you in concentrating your 
funds in such attractive situations 
where rapidly expanding earnings and 
other less obvious influences should en- 
courage a broad improvement in the 
price when the market rebounds from 
current pressure. 


Avoid Unnecessary Losses 


While sound investment practice 
does not dictate a policy of complete 
liquidation, except on the prospect of 
a major break, it is highly desirable 
and profitable to lighten your invest- 
ments in anticipation of important in- 
termediate declines. 


With our trained staff, our vast 
facilities and widespread sources of in- 
formation, we can often detect funda- 
mental and secondary trends at their 
inception—evaluate their significance— 
discount their influences in the port- 
folios we are administering—act before 
the average investor is aware of danger 
o} loss or opportunity for gain. 


Selective Market Ahead 


The broad general advance of the 
past year will not be repeated in the 
coming twelve months. The market 
has definitely entered a highly selective 
phase necessitating closer discrimina- 
tion if the utmost in profit and income 
is to be obtained in your account. Se- 
curities cannot be retained passively, 
today, regardless of their changing 
values. 


Even if your investments have shrunk 
to a fraction of their former price, 
competent investment guidance can 
help you to rebuild your portfolio dur- 
ing this major recovery trend. For ex- 
ample, an interesting letter reached us 
from an investor whose losses prior to 
enrollment with Investment Manage- 
ment Service had caused deep pessi- 
mism. Now this client writes: 


“You have given me wise counsel. 
I am more than pleased—in fact some- 
times I wonder where I would be if I 
hadn't taken your service. For the first 
time I have great hopes for the future.” 


Unbiased, Personalized 
Counsel 


In placing your account with Invest- 
ment Management Service, you are 
employing the service of experts who 
have qualified after long years of train- 
ing with THE MaAGAzINE OF WALL 
STREET with its record of twenty-eight 
years of successful and unbiased service 
to the investor. 





YOUR 
SECURITIES 


Are they in need of read- 
justment now? Is your diversi- 
fication balanced? Could your 
income be improved? What 
are your prospects for price 
appreciation ? 

But taking advantage of the 
special offer outlined in this 
advertisement, you can receive 
our preliminary analysis treat- 
ing these questions in your in- 
dividual account. There is no 
obligation. 


In the administration of your port- 
folio, your personal objectives, wishes 
and requirements would be kept upper- 
most in mind and securities would be 
selected in the light of your investment 
aims. 


We have no securities for sale, nor 
are we associated with any bank, broker 
or underwriter. Our work and broad 
facilities are devoted entirely to assist- 
ing you in the conduct of a sound and 
lucrative investment plan. 


Fully Equipped and Staffed 


Our Washington and European 
representatives report on the latest de- 
velopment in those fields. Our statisti- 
cal and analytical departments keep a 
finger on the pulse of industry It is 
their function to follow movements on 
all charts and indices, figures on pro- 
duction and consumption, to analyze 
financial statements and to digest cur- 
rent reports. The findings of this lab- 
oratory are reported to our Account 
Executives who translate this mass of 
data into terms of safety, income and 
profit for our clients. 


A Preliminary Report on Your 
Securities—Free 


In order to give you a clear, intelli- 
gent basis on which to judge the value 
of Investment Management Service to 
you, as an investor, we invite you to 
send us a list of your investment hold- 
ings and objectives, in as complete de- 
tail as you care to give. This offer is 
open to all investors with $20,000 or 
more. 


We shall then compile a preliminary 
analysis pointing out any weakness in 
your diversification and income — and 
advising you of readjustments which 
should be made. There is no obliga- 
tion. All information will be held in 
strict confidence. 
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tion, a fleet of ocean steamships is oper- 
ated between four continents; the com- 
pany operates hotels; owns extensive 
urban and farm real estate; and con- 
ducts grain elevators, express, telegraph 
and news services. The road has a 
large investment in the Consolidated 
Mining & Smelting Co. All of which 
indicates that the company is a vital 
artery in the life of the Dominion of 
Canada. 

Financial position of Canadian Pa- 
cific is exceptionally strong. At the 
end of last year current assets, includ- 
ing cash of $17,356,000, totaled $44,- 
717,000, while current liabilities were 
only $10,644,000. There were no 
loans payable. A refunding operation 
concluded earlier this year will result 
iti an annual savings in interest charges 
of nearly $800,000. 

Lately quoted around 12, the shares 
of Canadian Pacific appear undervalued 
in contrast with American rail issues 
of like caliber, a condition which may 
be accounted for in part at least by 
the large number of common shares 
outstanding — 13,400,000. Neverthe- 
less, the shares have the attributes of a 
sound long term speculation and, in 
a broader sense, offer an attractive 
stake in the industrial recovery and 
progress of Canada. 





Swapping Home Trade for 
Foreign Trade 


(Continued from page 81) 





fronted by 10,000,000 jobless it is the 
same as bringing in more workers; to 
the manufacturer it is an addition of 
cut-price goods to an already surféted 
market, still well under the absorbing 
capacity of 1929. The answer is that 
trade makes trade and creates employ- 
ment, and that this country is never 
more prosperous or busier than when 
its imports are abundant. There is no 
limited quota of trade to be parceled 
out, but rather more trade to be bred 
by trade. Part of the answer is, also, 
that any American product that can 
not compete against a 50 per cent tariff 
reduction deserves extinction as being 
highly inefficient—that the men and 
capital employed in it ought to get 
into some other line. Tariff rationaliza- 
tion actually contemplates the disap- 
pearance of some industries although, 
of course no industry which is essen- 
tial to national defense will be allowed 
to die. Fifty per cent is the maximum 
reduction the law presently allows. It 
is calculated that that reduction will 
not cause difficult readjustment, but 
will be enough to stop the growth of 
parasitic industries, and perhaps keep 
such an industry as steel from holding 
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up prices in a period of slack consump- 
tion. Concessions in some lines mean 
buying power in other goods. The 
greatest and most significant slash made 
to date is in lumber, but while the 
lumbermen grieve the growers of citrus 
and other fruits grin as Canada gorges 
itself on American oranges, lemons, 
grapefruit, apples, strawberries, etc. 
The general rule is to do no dickering 
in products sufficiently produced at 
home; also not to recognize the plea 
that trade should be balanced bilater- 
ally—world balance being the objective. 
But exceptions are made of the first 
rule and generosity is shown toward 
good customers. 

We are going to make deals with 
England and with France and with the 
British Dominions, and when we shall 
have done that we shall have revised 
the tariff so thoroughly that Messrs. 
Smoot and Hawley will not be able 
to identify the child they proudly 
boasted of in 1930. 





The Remedy for Unemploy- 
ment 


(Continued from page 83) 





by the WPA. This is a sufficiently 
broad cross-section of unemployment to 
be highly illuminating. It shows that 
25 per cent of the 6,000,000 individu- 
als are construction workers; 16 per 
cent factory or other semi-skilled work- 
ers; 10 per cent domestic and personal 
service; 16 per cent persons without 
previous work experience, chiefly young 
people; 17 per cent farm operators or 
farm laborers; and 16 per cent mis 
cellaneous. 

“But,” the bright minds of the 
W PA point out, “since only 25 per 
cent of the total are construction work- 
ers a revival in building will not solve 
unemployment.” 

The same people a year or two ago 
were arguing that every job created in 
the Government’s $4,000,000,000 work- 
relief program would create one private 
job! The assumption is enormously 
more valid for privately financed con- 
struction than for a publicly financed 
“boon-doggling” program. No indus- 
try operates in a vacuum. Depression 
in construction can not directly account 
for the unemployment of 25 per cent 
of these 6,000,000 relief cases without 
indirectly accounting for a large pro- 
portion of the unemployment in all 
other groups. 

Beyond a shadow of doubt, the com- 
bination of depression in construction 
and the capital goods industries ac- 
counts—directly and indirectly—for the 
great bulk of abnormal unemployment 
in all groups, including factory work- 


ers, personal service workers and the 
majority of the unfortunate young peo. 
ple who have yet found no opportunity 
for employment. Only in the fam 
group do there appear to be significant 
factors of unemployment in addition to 
the factor of sub-normal national jp, 
come and general depression. This par. 
ticular problem has been complicated 
on the one hand by a reverse flow of in. 
dividuals from cities back to farm 
homes, displacing hired men; and, on 
the other hand, by the New Deal's 


crop restriction policies. 
Recovery Is the Solution 


Well, how are we going to put these 
10,000,000 unemployed people—more 
or less—back to work? We could im- 
pose a 30-hour week on all “industry” 
but that would merely be a severe kick 
in the pants for prosperous industries— 
such as motor manufacture—which al- 
ready are supplying virtually normal 
employment, without in any respect bet- 
tering the position of depressed indus. 
tries—such as construction and capital 
goods—whose trouble is that they 
haven't enough production to support 
larger employment. Nor would a 30- 
hour week for manufacturing industry, 
mining and retail trade—assuming that 
the country would stand for such an 
experiment after its none too fortunate 
experience with N R A—put domestic 
servants, barbers, taxicab drivers and 
farmers back to work. 

If employment doesn’t pick up in 
greater measure by January 1, says Sec 
tary Perkins, “we may have to work 
out a new program.” The “we,” of 
course, is the New Deal. 

There is, of a certainty, a very prac 
tical program that can be worked out. 
Here it is: 

Let the Administration stop produc: 
ing a new, revolutionary tax program 
at every session of Congress. Let bust- 
ness men and the owners of capital have 
some assurance that the rules of the 
game are not going to keep on being 
changed every time some member of the 
Brain Trust gets a new and happy idea. 
Let the endless threats of Federal coer’ 
cion of our capitalist system give way 
to actions of encouragement and co-op: 
eration—actions, in contrast to mean 
ingless words. 

That is the only “program” that 1s 
needed. It could without question 
quicken re-employment —the key to 
which has already been hopefully 
turned in this year’s progress in con 
struction and the heavy industries. It 
could, without question, insure virtu’ 
ally normal production and employ 
ment within two or three years at the 
latest, pending which happy event we 
are well able to care for all who are 
willing to work but actually unable to 


find jobs. 
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Management and Market- 
ability 
(Continued from page 97) 








offered on the way down. It is true 
that neither the Arkell family in 
Beech-Nut, nor the Pew family in Sun 
Oil are likely to go into action without 
considerable provocation and, there- 
fore, that their respective stocks might 
fluctuate quite violently under special 
circumstances. But such managements 
worry little, if at all, over the stock 
trader and, if one of these should be 
burned, no sympathy would be wasted 
on him. The long-term investor is 
primarily their concern. 

Thus, it will be seen that market- 
ability or its lack has an importance 
immensely modified by the attitude 
taken by corporate management. A 
company, enjoying conscientious and 
responsible management, whose stock 
has a broad market may be the most 
desirable of all. It is, however, little 
better than one with a comparatively 
narrow market if the other circum- 
stances are the same, while such an 
issue is vastly better than an investment 
in a wholly self-interested management, 
whatever the marketability of the 
stock. 

From the investor’s standpoint it all 
comes down to this: What has been 
the record of the company’s manage- 
ment? If it has been able and fair- 
dealing with its stockholders in the past, 
in good years and bad, then it is rea- 
sonable to assume that it will continue 
so. The outlook and financial position 
being satisfactory, the caliber and view- 
point of management becomes the ma- 
jor consideration. Only after these 
things have been appraised should 
weight be given to marketability. 
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Alcohol Threatens Oil 
Profits 


(Continued from page 89) 








France and Germany, endeavoring 
to use their alcohol surplus, require oil 
companies to purchase a percentage of 
alcohol based upon their gasoline gallon 
sale. The alcohol may be added to the 
gasoline, but the American companies, 
to maintain their product quality, have 
elected the loss-policy of selling alcohol 
back to the Government at a discount 
rather than blend it with the gasoline. 

Whether industrial progress or chaos 
would result from legislatively flood- 
ing the country with a practical blend 
of gasoline is anybody's argument. The 
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huge supply of low-priced corn by- 
products would play merry hob with 
many industries. To mention a few, 
the steel and metal, paper, rayon, 
cereals, feeds, foods, fertilizer, build- 
ing supply, textile, shoe and leather in- 
dustries would be violently affected 
perhaps for the better, but in any case 
at the cash-out-of-pocket cost of the 
petroleum industry and gasoline con- 
sumers. 

The petroleum industries hopefully 
point out that only seven corn states 
would greatly benefit from alky-gas. 
But it is doubtful if even the cotton 
or turpentine farmer will see that. A 
great many more than seven states 
could raise corn profitably if assured 
of a market and price. And the leg: 
islative means by which it is hoped to 
push alky-gas on the public would be a 
precedent which other than corn and 
alcohol produce farmers could use ad- 
vantageously. 

In view of the staggering figures of 
proposed national use of alky-gas, one 
comparatively microscopic fact has not 
been questioned. Our existent alcohol 
consumption is 180,645,000 gallons an- 
nually. Eighty-five per cent of this is 
made from cheap imported blackstrap 
molasses. All of this alcohol could be 
made of home grown produce, corn 
and other grains in particular. The 
increased production costs would be 
noticeable, but would not stagger the 
country and would be taken up prin- 
cipally in liquor, paint and higher 
priced products which currently use 
most of our alcohol output. 

Using the figures of the University 
of Iowa, the increased demand for corn, 
if existent alcohol requirements now 
supplied by blackstrap molasses were 
supplied by domestic produce, would 
create a new market for 65 million 
bushels with a price increase of 2.4 per 
cent. The cost of converting our alco- 
hol plants to farm distilleries would be 
not over 75 million dollars, an insig- 
nificant amount compared with the 
risky colossal costs of a new, technically 
undeveloped and at present unneces- 
sary alcohol fuel industry. With the 
hub of a farm produce alcohol indus- 
try established, alcohol-gasoline, other 
fuel requirements, and increased indus- 
trial uses for corn products would ulti- 
mately come into their own through 
natural economically sound channels 
of development and demand. 

Shrewd observers are asking why 
this matter has not been called to the 
country’s attention. Why not begin at 
the natural point which is imported 
blackstrap molasses, the comparatively 
low tariffs on which might seem “in- 
spired” to many? 

Certainly, it is a fine thing for the 
Chemical Foundation to aim at making 
this country self sustaining and to 
stimulate industrial use of farm prod- 


ucts. But why single out the oil ip. 
dustry for murder in this spectacular 
attack? 

There does not seem much economic 
rightness in a pure experiment of this 
magnitude which will cripple an estab 
lished industry simply to aid a group 
of farmers by choking an_ inferior, 
higher cost and undesired gasoline cock- 
tail down the nation’s neck. Develop- 
ment of alcohol fuel and by-product 
potentialities would undoubtedly be 
speeded up. But the fact stands that 
when alcohol fuel is economically justi- 
fied, the petroleum industry will be 
fighting to develop and control it. 

The controversy does not seem to be 
really concerned with fuel or farmers, 
There is little doubt that alcohol fuel 
will come along in time and everybody 
would gain by a solution of farm dif- 
ficulties. 

The important point is whether 
honest, efficient, private enterprise is 
to be allowed to operate as it sees fit 
when its actions are for the public 
good and there is no employee or con- 
sumer dissatisfaction, or is to be 
shackled by political experimenters 
with their vote seeking altruism. 

Somewhere lurking in the offing is a 
very dark gentleman who does not arise 
out of a depleted oil reserve of fifteen 
or twenty years hence. His color is 
not due to shades of wasted oil, but to 
something very obnoxious and un 
pleasant in a land with even the rem- 
nants of trade freedom left. 








Rights, Warrants and 
Convertibles 


(Continued from page 106) 








their own feet as investments. Then, 
and then only, should he think about 
the possibility of participation in 
future profits. Never should these 
possibilities be the more important in- 
fluence in his selection. If they are the 
more important influence, he is not 
looking for an investment at all, but an 
interest in the business and he should 
accordingly, buy the common stock. 
Another thing: there is little point in 
buying a participating security at a 
large premium for it will fluctuate just 
about as violently as the common stock 
of the same company and one might as 
well have bought the common stock in 
the first place. Handsome profits have 
been made by participating securities in 
the past, and undoubtedly will be made 
again in the future. The real gains, 
however, are made by the investor who 
buys them around par when they are 
yielding between four and five per cent 
—the participating feature will be of 
remote value only—and who clings to 
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The Facts You Want to Know About the 
Stocks You Hold or Plan to Buy! 


OW often you have seen your 
## broker consult Adjustable Stock 
Ratings to quickly give you some de- 


sired facts! 


But have you considered how help- 
ful—how interesting it would be for 
you to have all the essential facts on 
every leading common and preferred 
stock at your fingertips? 


Whether you want to keep a check 
on the securities you now hold—or if 
you want the latest available facts on 
the securities you may think of buying 
—Adjustable Stock Ratings can repay 
you its small subscription price many 
times over in a few days or weeks. 


It Tells You— 


What is the ticker symbol? What 
stock is represented by some unfamiliar 


symbol ? 
On what exchange is it listed? 


What is the outlook for the industry? 
—the company ? 


What is its line of business? 


Is there a large funded debt outstand- 
ing? 


Are there a large number of shares 
outstanding-—or just a small floating 
supply ? 


What is the par value?—the dividend 
rate?—-when is the dividend payable? 


What were the 1934 and 1935 earn- 
ings? How do earnings for the last 
quarter compare with the same period 
last year? 


What is the 1935 and 1936 high and 
low price? 


Revised Each Month 


These are the facts Adjustable Stock 
Ratings can give you every month on 
every one of the leading common and 
preferred stocks listed on the New 
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York Stock Exchange and New York 
Curb Exchange and on leading bank 
and insurance issues. 


Furthermore, terse profit-pointing com- 
ments—based on intensive analyses, 
plus the technical position and _ in- 
vestment outlook—leave you in no 
doubt as to the future for any of these 
issues. 





112 pages of clear, readable 
type—all the latest informa- 
tion found elsewhere only in 
statistical works costing from 


$50 to $100 a year and up. 


Adjustable Stock Ratings provides you 
with a comprehensive statistical hand- 
book at a very small price as com- 
pared with costs running from $50 to 
$150 for a timely statistical service of 
its class and character. 


What Subscribers Say 


“Every one should study this pub- 
lication before investing in stocks.”— 


F. M. O., St. Louis, Mo. 


“Candidly speaking, Adjustable Stock 
Ratings not only helps me _finan- 
cially, but puts me in touch with vari- 
ous industries in a way no other pub- 


lication does.” —E. D., La Grand, Ore. 


“In my work in an investment house, 
I find Adjustable Stock Ratings help- 
ful a hundred and one times a day. 
It is the handiest and most easy to use 
of any work of its kind I have seen.” 


—G. L., New York, N. Y. 


Only $2.50 a Year 


You may check only Adjustable Stock 
Ratings on the coupon below. But, 
if you are not already a subscriber 
to The Magazine of Wall Street, we 
urge you to consider the combination 
offers made there. 


Not only can you take advantage 
of limited-time rates to The Magazine 
of Wall Street and Adjustable Stock 
Ratings—but your subscription now 
will give you the privilege of consult- 
ing our Personal Service Department 
on your investments—as many as three 
at a time, and as often as reasonably 
required. 


Note that your subscription will also 
include our 1936 Manual as long as 
the supply lasts. 


Fill in and mail this subscription order now. 
































The Magazine of Wall Street, 90 Broad Street, New York, N. Y. 
Enter my subscription to “ADJUSTABLE STOCK RATINGS” as checked. 
L) Adjwetatte Steck: Tatings; 1 year. 666 cc. cscs ccnccssoscscese $2.50 
CL} Adjustable Stock Ratings ($2.50) and The Magazine of Wall 
Street ($7.50) including the 1936 Manual described elsewhere 
in this issue, also privileges of our Personal Inquiry service..... 9.00 
C) Both six months. Includes 1936 Manual and privileges of Per- 
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Active Issues 
Quotations as of Recent Date 











1936 
Price Range 
- Recent 
Name and Dividend High Low Price 
Alum. Co. of Amer. . . 152 87 122 
Amer. Cyanamid B (60)... . 4034 2914 323% 
Amer. Gas & Elec. (1.40)... 433%, 3334 3414 
Amer. Lt. & Tr. (1: nse 25 17% 1934 
Atlas Corp. (1.40)... 164% 11% 12% 
in. 56 ie: 8 10% 7% 83% 
Bower Roller Bearing (i).. 29% 2134 213% 
Cities Service............. 7% 3 45 
Cities Service Pfd. 41144 2 
Colum. G. & E. cv. Pfd 93 9734 
Commonwealth — 99 
Compo Shoe (.50).......... 16 11% 134% 
Consol. Gas Bae (3.60). 92 87% 
Crane Co 31 24 2534 
Creole Petroleum (4-20). 3434 19% 28 
Doehler Die Casting .. 8 284 
Driver Harris (1)...... 30 30 
Elec. Bond & Share.... 15%, 18% 
Elec. Bond & Share Pfd. (6) 74%, ‘18 
Ex-Cell-O A.& T.......... 144% 16% 
Ferro Enamel (.80) . 2836 1 
Flintkote A (*.75).......... 645 3654 
Ford Mot. = Can. “‘A’’ (+.50). 283% 205g 22 
oo |) Oe 93 69 1334 
Glen Alden Coal (1). . 18% 18% 18% 


1936 
Price Range 


Name and Dividend High Low Price 
Hall Lamp ({.10).......... 834 5% 634 
Gulf Oil of Pa. (1.25) . 98 72 82% 
Hudson Bay M. & S (1). 283; 2234 2434 
Humble Oil (1)............ 6% 624% 65% 
Imperial Oil (*. oe Bee chi 244% 20 21 
Iron Fireman (1). .... 81448 25 25 

ones & Laughlin.......... 4 30 32% 

ke Shore ees om Seas 5914 51 5314 
nee 4 Corp. (2). -...... 554% 834% 4 

eller Brass (. 80). Peet 3544 23% 25% 
National Sugar Ref. wee 30 23 2614 
Newmont Mining (2)....... 9634 744% 801% 
Niagara Hudson Pwr.. 11% 713% 1% 
Niles Bement-Pond........ 44% =28% £«33 
New Jersey Zinc (2). . 92% 69% 
Pan-Amer. Airways (1). 663, 4534 61 
Pepperel Mfg. (3).......... 70% 55% =57% 
Perfect oy. eer 41 314% 33 

Pitts. Pli Glass (*2)........ 140 984% 111 
Sherwin-Williams (4)....... 14544 118% 12434 
South Penn Oil (*114)...... 404 324% 35 
United Shoe Mach. (214)... 90 83 85 34 


* Includes extras. t Paid last year. 


t Paid this year. 





his holdings throughout a long period 
of mounting prosperity for the com- 
pany. 

The attitude to be taken towards 
detached warrants must necessarily be 
completely speculative, for they repre- 
sent nothing whatsoever tangible, 
neither a mortgage nor an equity in the 
business. They usually sell consider- 
ably above their theoretical values. For 
example, in the accompanying table will 
be found the warrants issued by the 
United Gas Co. These are currently 
selling for $2 and represent the right 
to buy a share of United Gas common 
at $33.33 1/3 a share. But all the com- 
mon stock that anyone is likely to need 
can be bought in the open market for 
about $7 a share and it is going to take 
a phenomenal improvement in the busi- 
ness and financial status of the United 
Gas Co. to justify a price above that at 
which the warrants can be exercised. 
About the only practical advantage in 
detached warrants is that the specu- 
lator for a given sum of money can 
gain command over a greater number 
of shares of stock than if he bought the 
common directly and that warrants 
rise—assuming a rise and business im- 
provement for the company — by a 
greater percentage amount than the 
common. 

Because of the short period for which 
they usually run, rights are not even 
satisfactory speculative media for the 
average man. For this reason they 
should only be bought by one willing 
to take up the stock on their expiration 
date. If one is willing to do this, it 
sometimes happens that a stake in the 
company can be acquired somewhat 
cheaper by means of the rights than 
by a straight purchase in the open mar- 
ket. The stockholder who is the re- 
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cipient of rights should remember that 
there are few terms more misleading 
than “valuable rights.” Rights are not 
really valuable; to sell them is to dilute 
one’s proportionate ownership of the 
business; to exercise them is often a 
nuisance, but is the only thing possible 
if proportionate ownership is to be pre- 
served. Rights which are sold should 
never be considered something in the 
way of an extra dividend. 

Calculating the price at which rights 
ought to sell is a frequent source of 
trouble. It should be remembered that 
the theoretical price of rights is the dif- 
ference between the market price of 
the stock and the subscription price, 
divided by one more than the number 
of rights needed to subscribe. Thus, 
with Continental Can selling in the 
open market for $77 a share, the right 
to subscribe to new stock at $60 in the 
ratio of one to fifteen is worth $17 
divided by 16, or slightly more than $1 
a right. 





For Profit and Income 
(Continued from page 99) 








the inflationary Frazier-Lemke Bill, and 
the drawing near of franc devaluation. 
Then again, the rest of the market has 
been weak and it is characteristic of 
the gold stocks that they run against 
the general trend; the greatest bull 
market in gold stocks the country has 
ever seen coincided with the greatest 
bear market in other stocks. Unless 
there should occur some unexpected 
development as a more nearly balanced 
Federal budget, the gold stocks are 
likely to make further headway. 


Tire Companies in More 
Favorable Position 
(Continued from page 103) 








is comfortable. At the end of last year 
current assets, including cash of $11, 
141,828, amounted to $62,545,527 and 
showed a ratio to current liabilities of 
better than 4 to 1. The company’s 
funded debt which only a few years 
ago totaled about $120,000,000 has 
been substantially reduced and now 
amounts to $58,072,200. The amount 
of $10,261,683 was retired in 1935 
alone, and it is possible that all or part 
of the balance may be refunded by 
lower coupon issues later in the year. 
Moreover, the indenture provisions of 
the 5 per cent mortgage bonds contain 
features which the company might find 
it advantageous to eliminate. 

In addition to tires, United States 
Rubber makes practically every sort of 
rubber product available and _ these 
items contribute importantly to the 
company’s earnings. Their greater 
price stability, moreover, is a desirable 
attribute. Despite the company’s 
strong industrial position, no dividends 
have been paid on the common stock 
since 1922 and none on the preferred 
since 1928. Since 1929, however, when 
duPont interests acquired a 21 per cent 
stock interest, a broad program of re 
habilitation has been in progress and 
while neither preferred nor common 
dividends are imminent, the construc: 
tive factors in the situation lend specu 
lative attraction to both classes of stock. 
The factor of leverage is such that a 
10 per cent increase in net before fixed 
charges would increase preferred stock 
earnings some 25 per cent. 

Firestone a Consistent Earner 

The activities of Firestone Tire & 
Rubber Co., in addition to embracing 
most of the ‘major phases of the rubber 
industry, including the operation of 
rubber plantations and cotton fabric 
mills, also include the operation of 
about 500 company-owned service sta’ 
tions selling tires and tubes and an ex 
tensive line of automobile equipment 
and accessories. Throughout the de- 
pression the company was able to avoid 
losses and in only two years did it fail 
to show good earnings on its common 
stock. Common dividends have been 
continued in varying amounts. 

An increase of more than $21,000, 
000 in sales last year to $121,670,000, 
enabled the company to show a gain of 
more than 100 per cent in common 
stock earnings. Net income, for the 
fiscal year ended October 31, 1935, 
totaled $5,649,000, or $1.53 a share as 
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compared with $4,154,000 equal to 71 
cents a share in 1934. Firestone had 
working capital of more than $47,000,- 
000, and while there were bank loans 
of $9,000,000, these were exceeded by 
cash of $11,613,000. Finances are 
uch that a major portion of earnings 
may be disbursed as dividends. The 
present rate has been in effect since 
arly this year. 

Firestone has no funded debt but 
guarantees subsidiary bonds of about 
$17,350,000. There are 466,111 shares 
of 6 per cent preferred stock and 
1,866,007 shares of common stock out- 
sanding. The leverage provided by 
this capital set-up is such that a 10 per 
cent increase in net before fixed 
charges would result in increasing com- 
mon stock earnings better than 20 per 
cent. The company’s outstanding rec- 
ord lends attraction to the common 
stock both for income and profit. Re- 
cently quoted around 28, the shares 
yield better than 4 per cent. 


Goodrich Has Leverage 
B. F. Goodrich Co., in addition to 


being one of the foremost producers of 
automobile tires, is one of the largest 
manufacturers of mechanical rubber 
goods, producing more than 1,000 dif- 
ferent products and some 32,000 items. 
Gross business is divided about equally 
between the latter and tires. Tire re- 
placement sales, rather than original 
equipment, bulk heaviest, and the com- 
pany operates a chain of service stores 
as well as supplying a large portion of 
the tires sold in the service stations of 
Standard Oil (N. J.). Last year Good- 
th re-acquired control of the Hood 
Rubber Co., a leading maker of rubber 
footwear. 

The company’s earnings record has 
more or less followed the general pat- 
ten of the industry. Losses were in- 
wurred in the years 1930 to 1933 inclu- 
ive. In 1934 net income was equal to 
4} cents a share on the common stock 
ifter allowing for preferred dividends 
(not paid) but before foreign exchange 
adjustments. The 1935 report, which 
inluded Hood for the last six months 
oily revealed a gain of about $15,000,- 
000 in sales and a net profit of $3,429,- 
781 equal to $1.18 a share for the com- 
mon stock. Financial position is strong. 
The company is planning to issue $28,- 
000,000 4Y% per cent first mortgage 
bonds, utilizing the proceeds to retire 
bonds carrying a higher coupon rate. 
Total funded debt stands at about $40,- 
000,000. Following this financing, it is 
probable that some plan will be evolved 
lor the liquidation of accumulated divi- 
dends totaling $33.25 each on the 294,- 
308 shares of 7 per cent preferred 
stock. The common stock, of which 
there are 1,156,101 shares outstanding, 
is frankly speculative but as such the 
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strong leverage factor carries favorable 
implications in a period of improved 
earnings for the industry as a whole. 














As I See It 
(Continued from page 71) 








KEEP POSTED 


The pieces of literature listed below have 
been prepared with the utmost care by busi- 
ness houses advertising in this issue. They 
will be sent free upon request, direct from 
the issuing houses, Please ask for them by 
number We urge our readers to take full 
advantage of this service. Address Keep 
Posted Department, The Magazine of Wall 
Street, 90 Broad Street, New York, N. Y. 





hope of peace in Europe that was born 
many years before its time. 

What will Italy do next? Diplomats 
weigh the possibility of near-time war 
in terms of gold. They calculate from 
a practical standpoint and reckon with- 
out consideration of Mussolini’s highly 
developed will to conquer. It was the 
same type of miscalculation which 
placed Hitler in power in Germany. 

We think that we are safe because 
we sit on the sidelines. We think it 
will be enough if we are kept out of 
the actual physical fighting. But that 
will not save us! For we stand in even 
greater danger—that of absorbing the 
mad ideas of an unbalanced Europe. 

It would be well for us to face the 
facts of the situation and tear out by 
the roots the insidious propaganda to 
Europeanize the United States. We 
must guard our strength,—our fruitful- 
ness,—and conserve our wealth and the 
resourcefulness of our industrial genius. 
We must strive to live under the tenets 
of freedom bequeathed to us by our 
forefathers who drafted a Constitution 
for the United States, fully conscious 
of the shortcomings of Europe 160 
years ago. 








Ingersoll-Rand Co. 
(Continued from page 101) 








specializes. It is still hampered, of 
course, by competition from other 
companies both domestic and foreign, 
while restrictions upon the remit- 
tance of funds from abroad are still 
a deterrent to increased sales in some 
countries. However, while there will 
always be competition, the volume of 
business that it is possible to obtain is 
growing and one notes on the whole an 
easing of exchange restrictions, with the 
result that the favorable factors appear 
to outweigh the unfavorable. 


Nevertheless, the fact that a com- 
pany can look forward to increased 
business and profits is not necessarily 
assurance that its stock is cheap at any 
price. The common stock of Ingersoll- 
Rand is selling currently at $116 a 
share; on the basis of last year’s earn- 
ings of $3.50 a share this is clearly not 
on the bargain counter. Even should 
the company earn between $5 and $6 


*‘ODD LOT TRADING’’ 
John Muir & Co., members New York 
Stock Exchange, are distributing their 
booklet to investors. (225) 


‘*FRADING METHODS’’ 
This handbook issued by Chisholm & 
Chapman, contains much heipful informa- 
tion for traders. A copy together with 
their Market Letter will be mailed upon 
request. (785) 


MARGIN REQUIREMENTS, COMMISSION 
CHARGES 
J. A. Acosta & Co., have prepared a fold- 
er explaining margin requirements, com- 
mission charges and trading units. Copies 
gladly sent investors and traders. (939) 


MAKING MONEY IN STOCKS 
This booklet, issued by Investors Re- 
search Bureau, will be sent free to in- 
vestors upon request. (953) 

WEEKLY STOCK MARKET REVIEW 


This will be sent to you upon request 
without any obligation by H. M. Gartley, 
Ine. (989) 














a share this year, the present price 
would still represent a ratio in the 
neighborhood of twenty-times annual 
earnings. Thus, it becomes apparent 
that further substantial recovery is 
being discounted at present levels and 
that a purchase today can logically be 
made only on the basis that it is to be a 
long-term holding. Ingersoll - Rand, 
however, qualifies for such holding, for 
its stock is assuredly of investment cali- 
ber. If this is recognized, and also the 
fact that the stock is closely held, has a 
normally narrow market which has been 
exaggerated by the generally narrow 
markets of the present day, and that it 
is subject therefore to fairly wide fluc- 
tuations in price, the issue is one to be 
favored in moderate quantities. 








Happening in Washington 
(Continued from page 75) 








demand for labor there. Madam Per- 
kins and Commissioner of Education 
Studebaker, two of the leading near- 
Reds in high places, charge that Gov- 
ernment funds are being used to finance 
schools to train help for the new mills, 
which are said to be wicked migrants 
to low-wage areas. Both sides of eter- 
nal labor controversy are getting mad. 
Further business revival will 
bring worst period of strikes since 
1919-20. “Politically, this is a good 
year to strike if you want to make 
votes for the New Deal.” 
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Active Issues 


Quotations as of Recent Date 


BANK AND TRUST COMPANIES 
Bid Asked 
ED eS oe aw ne Che 56 
Bank of Manhattan (114) 25 2614 
Bank of N. Y. & Trust (14) 486 
Central Hanover (4)............. 104 107 
oi ie cwleios wuts 36 


5314 
33 
5674 


Corn Exchange (3) 
2334 


Empire (1) : 

First National (100)............. 

Guaranty (12) 

Se 3 6 eee 

Lawyers Trust (2.49) 

Manufacturers (*1.25)........... 

SEEMED iciiw ce nuienie > «o> s+ oka 

Uaited States Trust (*70)....... .1960 
INSURANCE COMPANIES 


Aetna Fire (1.60)................ 

Aetna Life (*80)... 

Carolina (*1.20).... 

Glens Falls (1.60)............ 

Globe & Rutgers 

Great American (*1.20)......... 
* Includes extras. 








Beyond the Second Quarter? 


(Continued from page 78) 








to or lower than that experienced in 
the second half of 1935. We see no 
reason to believe there will be a gen- 
eral price rise in the months close ahead 
large enough to impede trade. Subject 
to temporary reactions such as that 
recently experienced in some sections 
and in some lines, reflecting chiefly ad- 
verse weather and other local abnor- 
malities, it appears likely that further 
gradual improvement in aggregate 
trade will be experienced, continuing 
the zig-zag advance which in each year 
since March, 1933, has established a 
new recovery high in dollar volume of 
retail business. 

It appears to be the present consensus 
that President Roosevelt will be re- 
elected. The majority of business men 
no doubt would prefer his defeat. If 
his margin of victory, as reflected by a 
continued large majority in the House 
of Representatives, is a big one it is an 
apparently valid assumption that we 
will be in for more economic experi- 
mentation. Business men generally do 
not like that either. 

What can they do about it? What 
will they do about it? Our conviction 
is that they will continue to hope that 
some conservative gains will come out 
of the election. Certainly there is no 
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reason to abandon that justified hope 
this far in advance of the election, for 
much can happen in six months. 
Meanwhile will business sulk in inac- 
tion? We think not. It will carry on 
and plan as usual to the best of its abili- 
ties, fighting for all the trade there is to 
be had. Reversing this thesis, can any- 
one seriously argue that the economic 
gains of recent months were founded 
on a conviction that Roosevelt would 
be beaten? Not at all. 

Those gains rested on many other 
factors, and however subject to dispute 
the actual influence of the varying eco- 
nomic and financial forces at work may 
be, the question of who shall occupy 
the White House certainly has not 
been one of the major forces up to now. 
We don’t believe it will be. 

In the main the above summary has 
dealt with orthodox economic con- 
siderations—the so-called natural forces 
of recovery. There are many observ- 
ers, whose opinions we at least respect, 
who believe this is all nonsense—that 
our upward climb is wholly dependent 
on the inflation of bank deposits result- 
ing chiefly from the Government’s 
deficit financing. We are neither pre- 
pared to go that far nor to extend this 
article to the length that such debate 
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would require—taking, instead, the 
middle view that both the natural spigg 
of recuperation and the effects of baal 
deposit inflation are at work simul 
ously. 

In practical effect upon the bus 
outlook, which comes first is as p 
less as the ancient argument conce 
the chicken and the egg. Whichever ig 
the more potent, both are pushing out” 
purchasing power and moving busines’ 
higher. There will, as always in recow 
eries, be temporary reversals in the 
trend and there will ultimately be a) 
peak and another deflation. The lat 
ter certainly need not now be taken” 
into the reckoning. As for temporary 
reversal, we expect nothing to get exj 
cited about during the third quarter) 





es f 


These Changing Times 
(Continued from page 85) 





As to being a direct interference’ 
with corporation management the proy 
posed tax is only one more manifesta] 
tion of a long-settled policy of goverm™ 
ments to use the taxing power to effect ™ 
economic regulation. With us it began: 
with the Constitution. 

While the President has been a real} 
legislative party leader, which he must) 
be if we are to have responsible party] 
rule under our system of government 
(which did not contemplate parties), | 
it is surprising in view of his continu 
ous initiative and unfailing energy and 
the emergency nature of the period: 
how often he has compromised with or} 
yielded to Congress. This talk of his 
being a dictator is silly; he is simply a 
strong leader—and Heaven knows we 
needed one. 

Thoughtful people, of a conservative} 
and cautious turn of mind thought the 
world had come to an end when this 
Republic was created in revolution. 
Others thought the nation was finished 
in the times of Andrew Jackson. The} 
Civil War period was an agonizing] 
test, the radical legislation and sentt” 
ment of the eighties and nineties) 
Populists and Farmers Alliance, free} 
silver, etc.—seemed like ruin then. We: 
have gone a long time without much] 
readjustment in our complex of poli 
tics and economics, and demand _ was) 
insistent for important changes. There 
is no doubt that this Administration 
has responded to the instinctive andj 
thoughtful wishes of the people. Time 
only will be the test of the wisdom of 
the laws we have enacted; but what 
ever the verdict, I am reasonably suf) 
that what we have done will be ae 
judged good on the whole, and genet’ 
ally in the public interest, though n0) 
doubt time will expose some fa 
which will have to be corrected. 
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